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Table 1

Average Price Per Pack of Small Cigarettes
FY 1999 Budget Assumptions

Calendar Years 1998 1999 2000 2001 2002 2003

Nominal Prices

Baseline Price Assumption 1/ 1.94 1.99 2.14 2.18 2.29 2.34
FY99 Budget price increases 0.00 0.63 0.82 0.95 1.09 1.24
Total Price 1.94 262 2.96 3.13 3.38 3.58

Real Prices (1998 $)

Baseline Price Assumption 1.94 1.94 2.04 2.04 2.09 2.09
FY99 Budget price increases 0.00 0.62 0.78 0.89 1.00 1.10
Total Price 1.94 2.56 2.82 2.93 3.09 3.19

1/ Price assumed is weighted average of premium, generic, and discount cigarettes sold as singles, cartons and case.
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NOTETO: Rich Tarplin
- ASL Staff
FROM: Helen
SUBIECT: - Senate Budget Committee Markup
DATE: ~ March 18, 1998

Today, the Senate Budget Committee completed action on a Budget Resolution for FY99 and
reported it out of the committee with a vote of 12 -10, This vote was strictly along party lines.

Senator Lautenberg offered a Democratic Alternative, which was rejected by a vote of 14-8.
Senator’s Hollings and Feingold voted against the alternative. (Attached)

A brief summary of the Budget Committee actions on amendments is as follows:

A Sense of the Senate was offered by Senator Lautenberg to increase the price of tobacco

products (cigarettes) by $1.50 per pack over three years. Senator’s Bond, Gorton, Snowe,

Abraham, Gregg, Smith supportcd the amcndment. Sepator’s Hollings and Feingold did not.
. This amendment was adopted by a vote of 14-8. (Attached)

Senator Conrad offered five (5) amendments which were re]ecwd basically along party line
votes.

4 Flrstammdmentwmﬂdénsmethatthetobaccoreserveﬁmdmﬂ:eFY%budget
resolution can be used to fund anti-tobacco programs to protect children from tobacco
heahh hazards. This amendment failed by a vote of 12-10, (Aftached) ‘

" Sacon.d amendment would ensurc that the tobacco reserve fund in the FY99 budget
resolution may be used to sirengthen social Security and reduce the debt. This
amendment failed by a vote of 12-10. (Attached)

> Third amendment would ensure that the tobacco reserve fund in the FY99 budget
resolution will dedicate a portion of tho state share of tobacco receipts to children’s health
insurance programs. This amendment failed by a vote of 12-10. (Attached)

> Fourth amendment would ensure that the tobacco reserve fund in the FY99 budget

resolution protects tobacco farmers. Senator Feingold did not support this amendment.
This amendments fajled by a vote of 13-9, (Attached) .
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> Fifth amendment would ensure that the tobacco reserve fund could be used to fund anti-
tobacco programs, provide transition assistance to tobacco farmers, provide
reimbursement to States for tobacco-related health cost, fund expanded Food and Drug
Administration regulating of tobacco produsts, expand health ingurance for children, fund
biomedical research, and provide saving for Social Security and Medicare. This
amendment failed by a vote of 12-10. (Aftached)

Senator Boxer offered an amendment that would have set up & tobacco reserve fund for NIH and
heatth research.” This amcndment failed by a vote of 12-10. (Attached)

A Sense of the Senate was offered by Senator Lautenberg to give FDA full authority to regulate
over Tobacco products. This sense of the Senate failed by a vote of 13-9, Senator Hollings did
not support this Sense of the Senate. (Attached)

Senator Wyden offered two Senses of the Senate amendments that were adopted by voice vote.

’ First Senses of the Senate states that the budget resolution assumes that the National
Bipartisan commission on the Future of Medicare should, as part of its deliberations,
describe long term care needs and make recommendations that reflect the need for a
continuum of care that spans from acute to long term care. (Attached)

> ‘Second Sense of the Senate assumes that blending of local and national payment rates on
Medicare payments pursuant to the BBA should be a priority for the Senate Finance
committee. (Attached)

Child Cars: Related Amendments

Senator Snowe offered a sense of the Senate expressing that tax relief should be directed at
parents who are struggling to afford quality child care, and that making child care more to low-
income families through increased funding (doubling) for the Child Care Development Block
Grunl should be a priority within the budget. This scnsc of the Senate was adopted by voiee
vote. (Attached)

Senator Mutray offered an amendment that would establish a deficit-neutral reserve fund “to
improve the afford-ability, availability, and quality of child care and services for school-age
t.hxll.lrcn. This amendment failed by a vote of 12-10. (Attached)

If you would like a copy of the other amendments that the commmee dealt with please let me
 kmow.
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TABLE 1

Proposed National Seftlement Distribution

(“Face Amount” in Billions of Dollars)?

Year Total Payments | Judgment | Tobacco Tobacco Public

Annual to States and Control Cessation Health

Payment Settlement | and Trust

Fund Counter-
marketing

“Up Front” $10 $7 $1 $1 $1 $0
Year 1 8.5 4 0 1 1 2.5
Year 2 9.5 4.5 .5 1 1 25
Year 3 11.5 5 1 1 1 3.5
Year 4 14 6.5 1 1.5 1 4
Year 5 15 6.5 1 1.5 1 5
Year 6 15 8 1.5 1.5 1.5 25
Year 7 15 8 1.5 1.5 1.5 25
Year 8 15 8 1.5 1.5 1.5 2.5
Year 9 15 8 4 1.5 1.5 0
Annual 15 8 4 1.5 1.5 0
Amount in
Years 10-25
25 Year Total $368.5 $193.5 $77 $37 $36 $25
Percentage 100% 52% 21% 10% 10% 7%
Distribution

Treatment of State Lawsuits

a Testimony of Jeffrey A. Modisett, Attorney General of Indiana, before the Subcommittee on Health
and the Environment of the House Committee on Commerce, December 8, 1997, p. 4.

14




Comparing the FY 19899 Budget to Major Tobacco Settiement Bllis
Revenue/8pending Provisions over §-Year Budget Window
(BA - $ In Blllions)

8. 1838 5 1648 8. 140172 8. 1414 ' .
CONRAD JEFFORDS KENNEDY MCCAIN BUDGET
Fy50-03 Fyes-03 Fyps-03  Fyep-03  Fyggo3d .

RECEIPTS

Gross Recelpts 100.2 0.5 - 98,9 78.0 87.5
Initial flump-aum) paymant 16 L 10 )
Assessments 84.2 05 88.9- - 818

Not Recelpts to Federal Governmant 8.9 0.6 " T4E - : 693 X

SPENDING j

Unrestricted Paymonts to States (For Madicald costs & other purpcses) 18 8.3 “17.6 11.2f_

Grants to Btates for Child Cara/Early Development 138 1.1, 7.5:

Grants to Stxtes for Education [clase sizs) . 49 ' o 1.3

Medicald Outrench and ingreased Enroliment 3.3 o s e

Public Heaith Programs 127 Y ) 124 17 S
FDA Tobacoo Control Activities 1.5 0.8 16 15
Incian Health Bervica 1.0
Other Public Health 10.2 8.6 10.6 102

Regzaarch an smoking bahavier 10 0.001 0.8 0.5
CDC survallanca/survays 0.5 . .
ASBIST and Community/echoo! prevantion grants 1.8 0e 04 1.3
Counter-advertising 28 25 2.7 ‘2.5
Smoking Cessation a4 55 - 72 . 55
Assiat individuals suffering from tobaceo iliness 03 '
Interngtienal tobacco control 02"

ACT 01

Natlonal event spansorship [sports taams) 0.1 0.4
Reduce youth drug use - 0.5 ' )

Rossarch . 17.2 141 211 0.0 173
NiH/Blomadical and Basic Reasdrch 16.9 125 ' 17.0-
CDC prevention reasarch 0.2 1.8 e 0.1
AHCPR haath sarvioss resesrch 02 : : : A K

Tobacco Community Revitalization (farmaers) ' 0.8 428 10.8

HI Trust Fund 33
Gancar Glinical Trials ¢.8 c u.a;'

Roeducing the Public Debt 49 . :

Paymanis for Judgments and Bsttlemente/Comp. Fund 108 T 19,3

{assumas 33% of base puyments In McCaln)

DR RET | o

3/4/98

———————y . . . . o



EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

March 6, 1998
To: Frank Raines, Jack Lew, Bruce Reed, ¢  Richard Turman, Gregg White
Elena Kagan, Emily Bromberg
From: Joshua Gotbaumé%
Re: What portion of tobacco-related health expenditures are state funded?

The attached summarizes a 1994 study by the Centers for Disease Control (using data
from the 1980’s). Although nothing in this area is perfect, it does make the point that
roughly 80% of government spending on tobacco related diseases is Federal, not state.

In talking with the NGA and others, we have continually said that the Administration
was bending over backwards to accommodate the states (large portion goes to states,
few strings attached, etc.). This study reinforces that point and may be useful in some
discussions.

Dactimentl



Over 80% of Public Expenditures To
Treat the Health Effects of Smoking are Federal

Other State _
7% \

Medicaid (State) /
NN

Medicaid (Federal)
13%

{_ Other Federal

\\\\ \_/ -
“

Source: CDC




MEMORANDUM

TO: BRUCE REED, ELENA KAGAN

FROM: TOM FREEDMAN, MARY L. SMITH

RE: TOBACCO BILLS ALLOCATION TO STATES
DATE: FEBRUARY 3, 1998

I. SUMMARY

I

The following summarizes the methodology used by several bills to allocate funds to the
states from tobacco legislation.

1.

Sen. Hatch (R-UT): This bill allocates 50% of the funds to states based on a
percentage formula, which was developed by state attorneys general in September
1997 based on a number of factors such as Medicaid distribution, smoking rates,
and population. The percentage allocations are listed below.

Sen. Lautenberg (D-NJ): This bill allocates 75% of the funds to states based on
the same percentage formula that Senator Hatch uses.

Sen. Kennedy (D-MA): States are compensated for their share of Medicaid
expenses attributable to treatment for tobacco induced illnesses and conditions.
Compensation will be determined by the Medicaid formulation to States. States
will also receive the federal share of Medicaid money, if they use it for the needs
of children. States are also entitled to apply to block grants for smoking cessation
programs. Sen. Kennedy’s staff stated that these block grants are also allocated to
the states based on the Medicaid formula.

Sen. McCain (R-AZ): States receive block grant funds based on a formula that is
left blank in the bill. However, it seems probable that McCain will also use the
state attorneys general formula used by Hatch, given that when McCain
announced his bill, he said he was basing it on the tobacco settlement.

Sen. Conrad (D-ND): This bill is not yet introduced. The draft bill uses Sen.
Kennedy’s formula. Sen. Conrad’s staff thinks it’s pretty similar in results to the
outcome of the settlement.

DETAILS OF SOME OF THE BILLS

HATCH BILL (S. 1530)

Generally, 50% of the funds in the Trust Fund go to a state account and 50% to a federal
account (§101).

States are allocated funds according to the following percentages (same as Lautenberg):

1
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Alabama 1.270390
Alaska 0.241356
Arizona 1.163883
Arkansas 0.751011
California 8.805641
Colorado 1.054018
Connecticut  1.596937
Delaware 0.227018
D.C. 0.534487
Florida 3.590667
Georgia 2.007112
Hawaii 0.642527
Idaho 0.257835
Illinois 4.272898
Indiana 1.714594
Iowa 0.758686
Kansas 0.762230
Kentucky 1.875439
Louisiana 1.916886
Maine 0.870740
Maryland 2.051849
Massachusetts 3.700447
Michigan 4431824
Minnesota 2.474364
Mississippi  0.851450
Missouri 1.659116
Montana 0.335974
Nebraska 0.445356
Nevada 0.307294
New Hamp. 0.552048
New Jersey  3.494187
New Mexico 0.465816
New York  14.529380
Nerth Carolina 2.097625
North.Dakota 0.250758
" QOhio ) 4.650156
Oklahoma 0.841972
Oregon 1.092920

Pennsylvania 5.233270
Rhode Island 0.821727
South Carolina (.883628
South Dakota 0.234849

Tennessee

2.479873



44.  Texas 4.451382

45.  Utah 0.330016
46.  Vermont 0.370244
47.  Virginia 1.373860

48.  Washington 1.794612
49.  West Virginia 1.003660
50. - Wisconsin  2.098696
51. Wyoming 0.122405
52. Amer. Samoa 0.008681
53. N.Mariana 0.001519
54.  Guam 0.006506
55. Virgin Islands 0.004804
56.  Puerto Rico 0.193175

Establishes a National Tobacco Settlement Trust Fund. The manufacturers will deposit
into the Trust Fund $303,337,500,000 for compensatory damages and $95,000,000,00 for
punitive damages (§101).

In order to receive liability protections, the manufacturers will pay licensing fees in an
aggregate amount of $10,000,000,000 in the first year . Thereafter, manufacturers will
pay license fees in aggregate amounts (with adjustments for inflation and volume) of
$9,792,500,000 - 1st fiscal year following the first year fees are paid
$12,992,500,000 - 2nd fiscal year

$16,092,500,000 - 3rd fiscal year

$14,492,500,000 - 4th fiscal year

$15,492,500,000 - 5th fiscal year

$16,500,000,000 - 6th thru 10th fiscal years

$16,457,000,000 - 11th thru 15th fiscal years

$16,465,000,000 - 16th thru 20th fiscal years

$16,472,000,000 - 21st thru 25th fiscal years

KENNEDY BILL (S.1492)

. States will be-compensated for that portion of their Medicaid expenditures attributable to
treatment for tobacco-induced ilinesses and conditions. Compensation will be on the
Medicaid formula.

States will be permitted to retain the federal share of the reimbursement for Medicaid
expenditures on the condition that those funds be utilized to serve the needs of children
through one or more of the following programs:

- Child Care Development Block Grant

- Head Start



- Early Start

- State Children’s Health Insurance Program

- Maternal and Child Health Biock Grant

- Individuals with Disabilities Education Act

- Child Nutrition Act

- state-initiated programs serving the health and developmental needs of children
which have been approved for the use of these funds by the Secretary of Health
and Human Services

. From a Tobacco Use Reduction and Education Block Grant, the states would receive
funding to be used for the following purposes
- smoking cessation programs
- reduction of tobacco usage through counter advertising
- tobacco free public education programs
- tobacco free community action programs
- licensing of tobacco sellers and enforcement of youth deterrence

. The amount of the block grants to the states is:
- $1,144,000,000 for fiscal 1998
- $1,215,000,000 for fiscal 1999 (increased by CPI)
- $1,240,000,000 for fiscal 2000 (increased by CPI)
- $1,325,000,000 for fiscal 2001 (increased by CPI)
- $1,825,000,000 for fiscal 2002 thru 2008 (increased by CPI)
- $1,750,000,000 for fiscal 2009 and thereafter (increased by CPI)

. Basically, Senator Kennedy’s staff explains the bill as follows: There will be $1.50
increase per pack. Out of this $1.50 increase in the price of cigarettes, about 65 cents was
already contemplated by the settlement. Sen. Kennedy allocates this $1.50 as follows:

65 cents is about 43% of the total $1.50 increase which will go to the States for Medicaid
reimbursement, public health programs (including block grants to the states), and the

tobacco victim fund.
85 cents is about 57% of the total $1.50 increase which goes to farmers, biomedical
research, and early childhood development.

MCCAIN BILL (S. 1414)

. The amounts to go to each of the states are to be determined by an allotment formula.
However, there is no allotment formula contained in the bill.



The States may use the funds in the following ways:

(1

03

€)

4
)

(6)

to reimburse the State for expenses incurred by the State under the State program
under title XIX of the Social Security Act relating to the treatment of tobacco-
related illnesses or conditions;

to reimburse the State for other expenses incurred by the State in providing
directly, or reimbursing others for the provision of , treatment for tobacco-related
illnesses or conditions;

to provide health care coverage, either directly or through arrangements with other
entities, for uninsured individuals under 18 years of age who reside in the State;
to establish a State tobacco products liability judgments and settlement fund,

to reimburse the State for expenses incurred in carrying out the tobacco licensure
requirements (of establishing a program under which an entity would be required
to obtain a state or local license to sell or otherwise distribute tobacco products
directly to consumers); and ‘

to carry out any other activities determined appropriate by the State

There is a National Tobacco Settlement Trust Fund. Payments by each industry source to
the trust fund the following amounts:
$10,000,000,000 -  Initial payment (an amount that bears the same ratio to $10B as the

relevant domestic tobacco product unit sales volume of the
industry source bears to the relevant domestic tobacco product unit
volume of all industry sources for 1996.)

$8,500,000,000 - 1st year; ratio to domestic tobacco product unit sales volume for that yr
$9,500,000,000 - 2nd year; above ratio applies

$11,500,000,000 - 3rd year; same ratio applies

$14,000,000,000 - 4th year; same ratio applies

$15,000,000,000 - 5th thru 25th years; same ratio applies

Amounts available to the Secretary of HHS to make block grants to the states (§401):
Not less than $2,500,000,000 - in the 1st and 2nd years following establishment of fund;
Not less than $3,500,000,000 - in the 3rd year

Not less than $4,000,000,000 - in the 4th year

Not less than $5,000,000,000 - in the Sth year

Not less than $2,500,000,000 - in the 6th year and each year thereafter

LAUTENBERG BILL (S.1343)

Establishment of Public Health and Education Resource Trust Fund (PHAER Trust

Fund).

75% of the amounts in the Trust Fund will be distributed to the States,



States must use the funds in the following manner:
(1)  Not less than 10 nor more than 30 percent to State and local school and
community-based tobacco education, prevention, and treatment programs;
(2)  Not less than 10 nor more than 30 percent to State and local smoking cessation
programs and services, including pharmacological therapies;
(3)  Not less than 10 nor more than 30 percent to State and local counter advertising
programs;
(4)  Not less than 10 nor more than 25 percent to the State Children’s Health Insurance
Program under title XXI of the Social Security Act;
(5)  Not less than 5 nor more than 10 percent to
(a) the Special Supplemental Food Program for Women, Infants, and
Children;

(b) the Maternal and Child Health Services Block Grant Program under Title
V of the Social Security Act; or

(c) a combination of both programs as determined by the State.

{(6)  Not less than 1 nor more than 3 percent to the American Stop Smoking
Intervention Study for Cancer Prevention (ASSIST) program for such State or
other State or local community-based tobacco control programs;

(7)  Not more than 5 percent of such amount to a State general health care block grant
program.

States are allocated funds according to the following percentages (same as Hatch):

1. Alabama 1.270390
2. Alaska 0.241356
3. Arizona 1.163883
4, Arkansas 0.751011
5. Califormia 8.805641
6. Colorado 1.054018
7. Connecticut  1.596937
8. Delaware 0.227018
9. D.C. 0.534487
10. Florida 3.590667
11.  Georgia 2.007112
12. Hawaii 0.642527
13. _ Idaho. 0.257835
14. Illinois . 4.272898
15. Indiana 1.714594
16. Iowa 0.758686
17. Kansas 0.762230
18. Kentucky 1.875439
19. Louisiana 1.916886
20. Maine 0.870740
21. Maryland 2.051849



22.
23.
24,
25.
26.
27.
28.
29,
30.
31.
32.
33.
34,
35.
36. .
37.
38.
39,
40,
41.
42.
43.
44.
45.
46.
47.
48,
49,
50.
51.
52.
53.
54.
55.

56.

Massachusetts 3.700447
Michigan 4431824
Minnesota 2.474364
Mississippi  0.851450
Missouri 1.659116
Montana 0.335974
Nebraska 0.445356
Nevada 0.307294
New Hamp. 0.552048
New Jersey  3.494187
New Mexico 0.465816
New York  14.529380
North Carolina 2.097625
North Dakota (.250758
Ohio 4.690156
Oklahoma 0.841972
Oregon 1.092920
Pennsylvania 5.233270
Rhode Island 0.821727
South Carolina 0.883628
South Dakota 0.234849
Tennessee 2.479873
Texas 4451382
Utah 0.330016
Vermont 0.370244
Virginia 1.373860
Washington 1.794612
West Virginia 1.003660
Wisconsin ~ 2.098696
Wyoming 0.122405
Amer. Samoa 0.008681
N. Mariana  0.001519
Guam 0.006506
Virgin Islands 0.004804
Puerto Rico  0.193175



To Laceo - LuJ.”T

JOSHUA
GOTBAUM
03/05/98 10:11:02 AM
Record Type: Non-Record
To: Bruce N. Reed/OPD/ECP
cc: Elena Kagan/OPD/EOP, Jacob J. Lew/OMB/EOP, Richard J. Turman/OMB/EOP, Mark E.

Miller/OMB/EOP
Subject: re: When is a tax not a tax: CBO

CBO said because they and Joint Tax couldn't figure out what we were doing on tobacco, so they
accepted our $65 billion number {see below for text).

They have not published an estimate of the per pack equivalent, though they reserve the right to do
so when legislation is proposed. (Sometimes vagueness is a great thing.)

---------------------- Forwarded by Joshua Gotbaum/OMB/EQP on 03/05/98 09:52 AM -

Record Type: Record

To: Joshua Gotbaum/OMB/EOP@EQOP

cc: See the distribution list-at the bottom of this message
Subject: re: did CBO do a per-pack estimate

We'll check with CBO; the one thing we've seen {below, see blue text) indicated that they just took
the Administration's numbers for this round.

CONGRESSIONAL BUDGET OFFICE

AN ANALYSIS OF THE PRESIDENT'S BUDGETARY
PROPOSALS FOR FISCAL YEAR 1999

Preliminary Report
MARCH 4, 1998

Under the President's proposals, total revenues would exceed the CBO baseline by $12 billion in 1999
and $18 billion by 2003. The budget proposes about $24 billion in cumulative tax reductions through 2003
(such as an increase in the child and dependent care tax credit), which are offset by revenue increases of
$26 billion (for example, repealing the ability of certain multinational firms to expand their use of foreign
tax credits and thereby decrease their federai tax payments). The net boost in revenues stems mostly
from assumed new revenues from tobacco companies totaling $65 biilion through 2003. The budget,
however, does not specify the policies that might be implemented to raise that $65 billion. Because there
are a number of ways to achieve that end, the Joint Committee on Taxation, which estimates the
effects of proposed changes to the tax code, simply accepted the Administration's totals.
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Record Type: Record

To: Joshua Gotbaum/OMB/EOP
ce: Richard J. Turman/OMB/EOP, Bruce N. Reed/OPD/EQP, Elena Kagan/OPD/EQP
bce:

Subject: Re: Tobacco Receipts [5))

Thanks -- the sooner the better. Could you give us both

1} the non-tax language; and

2) the payment stream from our budget (that gets us to $1.10/$1.25 in b)
both written as change pages to McCain 5.1415?

Since we've stressed to them that the price per pack is key, we need to be able tell therm how to
get there. Thanks.

JOSHUA

JOSHUA
GOTBAUM
03/04/98 10:36:51 PM
E 3
Record Type: Non-Record
To: Bruce N. Reed/OPD/ECP
cc: cynthia a. ricefopd/eop, elena kagan/opd/eop, Richard J. Turman/OMB/EOP
bece:

Subject: Re: Tobacco Receipts {f)

We met earlier this week with Treasury and came up with a formulation {medeled in structure on
the Hatch "assessment” of $X billion in year Y} that

{a) is largely consistent with the structure of the settlement,

{b) we can characterize as a "miscellaneous receipt” (not a tax receipt) in the budget, and
{c) that members of committees other than Ways & Means and Finance could claim "with a
straight face" arise outside tax committee jurisdiction. (Archer and Roth will disagree, of

course, but we were aiming for piausability, not to win the argument.)

The language is being written up and reviewed and we hope to have it ready for you by COB
Friday.

Bruce N. Reed
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Record Type: Non-Record

Ta: Bruce N. Reed/OPD/EOP
cc: cynthia a. rice/opd/eop, elena kagan/opd/eop, Richard J. Turman/OMB/EOP
bec:

Subject: Re: Tobacco Receipts @

We met earlier this week with Treasury and came up with a formulation {modeled in structure an
the Hatch "assessment” of $X billion in year Y} that

{a) is largely consistent with the structure of the settlement,

{b) we can characterize as a "miscellaneous receipt” {not a tax receipt} in the budget, and
{c} that members of committees other than Ways & Means and Finance could claim "with a
straight face" arise outside tax committee jurisdiction. {Archer and Roth wilt disagree, of

course, but we were aiming for plausability, not to win the argument.)

The language is being written up and reviewed and we hope to have it ready for you by COB
Friday.

Bruce N. Reed

Bruce N. Raed
03/04/98 06:16:48 PM

s ol AN

Record Type: Record

To: Joshua Gatbaum/OMB/EQP@EOQOP

cc: Cynthia A. Rice/OPD/EOP@EOP, Elena Kagan/OPD/EOP@EOP
Subject: Tobacco Receipts

How are we coming on our tax-fee-offsetting receipts mechanism? As we start discussions with
Commerce Dems & Repubs, we need to be giving them the clearest possible direction on
price/money. All their members are still thinking in 25-year settlement terms. We should try to
give them our numbers before they figure something else out.

By the way, | saw that CBO is giving us the $65 billion in the budget. Do you know whether they
did a per-pack estimate?
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354 THE BUDGET FOR FISCAL YEAR 1959
Table S~7. TOBACCO LEGISLATION
S’ (In billions of dollars)
Estimate Total
1995-
1999 2000 2001 2002 2003 2003
USES OF RECEIPTS FROM TOBACCO LEGISLATION -
Federally-operated Programs:

Research Fund for America .......... - 3.6 46 5.0 5.7 63 258
Food and Drug Administration Enfomement Acmrmw 0.1 0.2 03 03 03 1.2

Health and Human Services/Centers for Disease Control
Smoking Prevention . 0.1 0.1 0.1 0.1 0.1 0.4

Medicare Beneﬁmanes Cancer Clmtcal Trials Dem.
ONSEEALION . oo iiiiieeaernsersnrssimimmmmenntstssassssenssnasessensannusrananarbuns 0.2 0.2 03 e o, 08
Subtotal, Federally-operated programs ..o, 40 5.1 8.6 81 61 2715
State-administered Programs: )
Child Care snd Development Block Gramt ....cueicreerecres 1.2 13 14 16 21 7.5
Medicaid Child Qutreach Reforms ...cumurcrirrrevesssnercnnans 0.1 0.2 0.2 0.2 0.2 0.9
Class Size Initiative ...... rerrraerernoees s amtasabenennnmnnnnra 11 1.3 1.5 1.7 1.7 7.3
Subtotal, State-administered programs . ._.......cceeereee 2.4 29 3.1 8.5 40 157

Other Uses (Includes unrestricted funds for States, ces-
sation programs, farroer assistance, efe) ..., seesnins 3.4 3.9 4.6 50 54 223
' Total Uses ......coeeren 9.8 11.8 13.3 14.5 16.]1 65.5
=" TOBACCO LEGISLATION RECEIPTS PROPOSED ....... 98 118 133 145 161 655
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: f:& Jeanne Lambrew
7 02/04/98 12:45:20 PM

Record Type: " Record

To: Elena Kagan/OPD/EOP, Laura Emmett/WHO/EOP

cc:
Subject: tobacco out years

Question: OMB told me that they are assuming that the tobacco tax assumed in the budget stops
at $1.10 real in 2003 {it only increases for inflation afterward). We did not assume that it
continues to rise to $1.507

Also, do you have the 10 and 25 year revenue (analogous to the $65 billion over 5 years)?
Chris and Bruce are trying to figure out ways to make the governors happier with their cut.

Thanks!



TOBACCO SETTLEMENT: DESCRIPTION OF FUNDS

(Dollars in millions)

Fiscal Year
Year #

Tobacco Receipts
Revenue (Current)
Per Pack

Revenue (Real)
Per Pack

Grants to States
Total (Current)
Federal
State

Total (Real)
Federal
State

Assumes: Tobacco receipts increase at inflation after 2003
Grants to States increases at inflation after 2004

N an

.\'“-

1999
1

9,758
$0.62

$0.62

3.980
2,269
1,711

4,000
2,280
1,720

2¢00
2

11,787
$0.82

11,444
$0.80

4,470
2,548
1,922

4,500
2,565
1,935

2001
3

13,283
$0.95

12,521
$0.80

5,050
2,879
2172

4,500
2,565
1,935

2002
4

14,544
$1.09

13,310
$1.00

5,780
3,295
2,485

6,500
3,705

2,795

2003
5

16,085
$1.24

14,291
$1.10

6,750
3,848
2,903

6,500
3,706
2,795

2008
10

18,567
$1.44

14,230
$1.10

9,004
5,132
3,872

8,000
4,560
3,440

2023 1999-2003
5 Years

25

28,508
$2.24

14,024
$1.10

14,028
7,996
6,032

8,000
4,560
3,440

65,457

51,565

26,030
14,837
11,193

26,000
14,320
11,180

10 Years

163,182

122,836

68,503
39,047
29,456

66,000
37,620
28,380

505,929

334,636

240,993
137,366
103,627

186,000
106,020
79,980

1999-2008 1999-2023
25 Years

2/5/98
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MEMORANDUM FOR: JEANNE LAMBREW
235 OEOB
SUBJECT: Current Awareness Search on Children’s Health Care

Attached is this week’s current awareness search. If you need any articles full text, or have
any questions, please contact Melinda Alter in the OEOB Library (Room 308, x57000).
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Tobacco/Budget Q& A
February 3, 1998

Are you concerned by comments by some members of Congress that tobacco
legislation may be getting stalled -- that you may not be serious about getting a bill --
and that you should take a more active role in pushing legislation?

I am committed to enacting comprehensive bipartisan tobacco legislation. So any
comments to the contrary are just wrong. We are making very solid progress towards
enacting comprehensive tobacco legislation that will reduce teen smoking. I’ve proposed
a very clear set of principles about what should be in the bill. I’ve met personally with
senior members involved in this. Our staff has met with members of both parties and will
continue to do so. And my budget contains a great deal of details on how I think we
should get this done -- on how much money the tobacco companies should pay and where
it should go. This has been a long battle we have been fighting and we will stay with it,
and it will make a difference to the health of millions of children over the next few years.

Last week, several Republicans came out against tobacco legislation that would
grant the industry limits on liability. Many public health leaders are also saying
that tobacco legislation must not include limits on liability. Do you still favor a
settlement that would include limits on industry liability?

I will evaluate tobacco legislation as a whole to determine whether it protects the public
health. Liability limits are not necessarily a deal-breaker for us. What’s important is
achieving comprehensive legislation that includes, for example, a large per-pack price
increase, penalties for marketing to children, and broad restrictions on children’s access
to tobacco.

I hope that these kinds of statements (statements by Republican senators on liability)
don’t mean that some members are seeking to walk away from their responsibility to
protect children by enacting comprehensive tobacco legislation.

Piecemeal legislation won’t accomplish our goal. It’s not enough just to say we did
something if we don’t pass comprehensive legislation that really accomplishes our goals.

In September, you said the focus of tobacco legislation should not be about money.
In the budget you unveiled this week, more than 60 percent of the proposed increase
in discretionary spending is paid for by tobacco legislation. Why have you changed
course?

My course has not changed -- Congress should send me legislation that will dramatically



reduce youth smoking. Experts all agree the single most important step we can take to
reduce youth smoking is to raise the price of a pack of cigarettes significantly. That is
why last September, and again in the State of the Union speech, I called for Congress to
pass legislation that raises cigarette prices by up to $1.50 per pack over the next ten years
as necessary to reduce youth smoking. Our budget simply scores that part of the plan,
and allocates the revenues to programs that promote public health and assist children.

How can you assume revenues from tobacco legislation when it’s not at all certain
whether this legislation will pass?

It is a normal part of the budget process to account for any revenues that will be raised
from proposed legislation. And we believe strongly that Congress will pass
comprehensive tobacco legislation this year. If everyone who says they are committed to
protecting children from tobacco rolls up their sleeves and gets to work, we will pass a
significant piece of legislation.

Why is it that some of the programs funded with tobacco revenues have no relation
to tobacco?

Most of the spending is directly related to tobacco, such as health-related research and
smoking cessation programs. The rest goes to programs that will asstst our children. I
wanted to ensure that states get a substantial share of the resources, because of the states’
contribution in negotiating the original proposed settlement. It is this state-directed
money that goes to children’s programs -- to improve child care and reduce class size --
in recognition that these are shared federal and state goals.

Doesn’t attaching tobacco legislation to particular spending initiatives hurt the
chance of passing this legislation?

No. It is a normal part of the budget process to propose how to spend any revenues raised
from proposed legislation. And we will work on a bipartisan basis with Congress if it has
other ideas on the best way to allocate these revenues. There is no reason why allocation
issues should hold up the process of comprehensive legislation.

Doesn’t using tobacco legislation as a funding source for important policy proposals
-- such as improving child care and reducing class size -- hurt the chances of
achieving those proposals?

No. I believe Congress will pass tobacco legislation that imposes significant financial
burdens on tobacco companies. Of course, no offset proposed in a budget is guaranteed;
Congress can reject any proposed way of financing a program. If Congress does not pass



comprehensive tobacco legislation, we will work with Congress to find other offsets.
These are high priorities, and we will find effective funding mechanisms.

How much money do you expect to raise from tobacco legislation next year? What
about over five years? How did you come to this figure?

This budget is designed to reduce youth smoking by 30% in five years and 50% in seven
years, which are the goals I’ve set out. We calculate that the necessary increase in the
price per pack will result in about $10 biilion in revenue next year and $65 billion over
five years.

How much does your plan increase the cost of cigarettes?

In order to reach the goal of reducing youth smoking by 30% in five years, and 50% in
seven years, my budget projects about a $1.10 increase in the price of cigarettes over five
years.

What programs is tobacco money used for in the budget?

In general, tobacco revenues go toward protecting public health and assisting children.
First, the budget provides for funds for anti-smoking activities that will help us meet the
goals of reducing youth smoking rates. In addition, there are funds in the budget to
support the commitment [ made when I announced my plan for tobacco legislation in
September to fund a dramatic expansion of health-related research in America. Finally,
in recognition of the states’ role in bringing suit against tobacco companies, the budget
provides for a substantial amount of money to revert to the states. Some of this money
can be used for any purpose. Other funds must be used on state-administered programs to
assist children (specifically, for child care, Medicaid child outreach, and class size
reduction).

How much mongy is there for states in the budget?

The states will receive as much money over five years as they would have received under
the original settlement agreement. A large part of this money will be unrestricted; states
can use it for whatever purposes they choose. The rest of the money will go to states for
state-administered programs to provide child care subsidies and reduce class size. This
money represents the usual federal share of Medicaid recoveries, which I believe should
go back to the states in recognition of the important role the states played in bringing
about this legislation.



Does your budget assume that the revenues from tobacco legislation will come from
increased excise taxes, or from industry payments pursuant to a settlement?

The budget assumes that the money will come from annual industry payments pursuant to
a settlement.

Do recent events -- the tobacco settlement in Texas or the release of documents
showing some companies were marketing to children -- diminish the need for
legislation or the chance that it would get passed?

No. Itis a good sign that industry is being held accountable for the harms it has caused,
and that we are getting information out about how the industry has hurt children. That
should serve as still further impetus for comprehensive legislation. We need a
comprehensive system of penalties to make sure companies reduce teen smoking; we
need the FDA to have authority over tobacco products to protect our health; and we need
to make sure tobacco companies don’t market to children. I think all the attention from
these events makes it clear why we need a national solution, and why it’s so important to
get it done soon.

Lawyers in both Texas and Florida have asked for obscene amounts of money for
their role in bringing about settlements with the tobacco industry. Will you
support a provision in national legislation to limit fees for lawyers?

I’'m primarily concerned with ensuring that tobacco legislation reduces youth smoking
and protects the public health -- not with collecting and distributing money from a
settlement. The lawyers who brought these suits have expended lots of time and effort,
and deserve to be well recompensed for their work. But everyone agrees that fees
shouldn’t be out of proportion to the work that was done.



Tobacco/Budget Q& A
February 2, 1998

In September, the President said the focus of tobacco legislation should not be about
money. In the budget you are submitting today, more than 60 percent of the
proposed increase in discretionary spending is paid for by tobacco legislation. Why
has the President changed course?

The President’s course has not changed -- Congress should send the President legislation
that will dramatically reduce youth smoking. Experts all agree the single most important
step we can take to reduce youth smoking is to raise the price of a pack of cigarettes
significantly. That is why last September, and again in his State of the Union speech, the
President called for Congress to pass legislation that raises cigarette prices by up to $1.50
per pack over the next ten years as necessary to reduce youth smoking. Our budget
simply scores that part of the President’s plan, and allocates the revenues to programs that
promote public health and assist children.

How can you assume revenues from tobacco legislation when it’s not at all certain
whether this legislation will pass?

It is a normal part of the budget process to account for any revenues that will be raised
from proposed legislation. And we believe strongly that Congress will pass
comprehensive tobacco legislation this year. If everyone who says they are committed to
protecting children from tobacco rolls up their sleeves and gets to work, we will pass a
significant piece of legislation. ‘

Why is it that some of the programs funded with tobacco revenues have no relation
to tobacco?

Most of the spending is directly related to tobacco, such as health-related research and
smoking cessation programs. The rest goes to programs that will assist our children. We
wanted to ensure that states get a substantial share of the resources, because of the state’s
contribution in negotiating the original proposed settlement. It is money that goes to
children’s programs -- to improve child care and reduce class size -- in recognition that
these are shared federal and state goals.

Doesn’t attaching tobacco legislation to particular spending initiatives hurt the
chance of passing this legislation?

No. Itisa normal part of the budget process to propose how to spend any revenues raised
from proposed legislation. And we will work on a bipartisan basis with Congress if it has



other ideas on the best way to allocate these revenues. There is no reason why allocation
issues should hold up the process of comprehensive legislation.

Doesn’t using tobacco legislation as a funding source for important policy proposals
-- such as improving child care and reducing class size -- hurt the chances of
achieving those proposals?

No. We believe Congress will pass tobacco legislation that imposes significant financial
burdens on tobacco companies. Of course, no offset proposed in a budget is guaranteed;
Congress can reject any proposed way of financing a program. If Congress does not pass
comprehensive tobacco legislation, we will work with Congress to find other offsets.
These are high Administration priorities, and we will find effective funding mechanisms.

How much money do you expect to raise from tobacco legislation next year? What
about over five years? How did you come to this figure?

This budget is designed to reduce youth smoking by 30% in five years and 50% in seven
years, which is the President’s goal. We calculate that the necessary increase in the price
per pack will result in about $10 billion in revenue next year and $65 billion over five
years.

How much does your plan increase the cost of cigarettes?

In order to reach the President’s goal of reducing youth smoking by 30% in five years,
and 50% in seven years, this budget projects about a $1.10 increase in the price of
cigarettes over five years.

What programs is tobacco money used for in the budget?

In general, tobacco revenues go toward protecting public health and assisting children.
First, the budget provides for funds for anti-smoking activities that will help us meet the
goals of reducing youth smoking rates. In addition, there are funds in the budget to
support the commitment the President made when he announced his plans for tobacco
legislation in September to fund a dramatic expansion of health-related research in
America. Finally, in recognition of the states’ role in bringing suit against tobacco
companies, the budget provides for a substantial amount of money to revert to the states.
Some of this money can be used for any purpose. Other funds must be used on state-
administered programs to assist children (specifically, for child care, Medicaid child
outreach, and class size reduction).



How much money is there for states in the budget?

The states will receive as much money over five years as they would have received under
the original settlement agreement. A large part of this money will be unrestricted; states
can use it for whatever purposes they choose. The rest of the money will go to states for
state-administered programs to provide child care subsidies and reduce class size. This
money represents the usual federal share of Medicaid recoveries, which the
Administration believes should go back to the states in recognition of the important role
the states played in bringing about this legislation.

Does your budget assume that the revenues from tobacco legislation will come from
increased excise taxes, or from industry payments pursuant to a settlement?

The budget assumes that the money will come from annual industry payments pursuant to
a settlement.

Some of the money is listed under a category called “Other Uses.” What is in this
category?

This category includes funds that will go to states to use as they see fit, as well as funds
for tobacco farmers and for a variety of other uses. We expect final tobacco legislation to
make specific allocations within this category.

Last week, several Republicans came out against tobacco legislation that would
grant the industry limits on liability. Many public health leaders are also saying
that tobacco legislation must not include limits on liability. Does the president still
favor a settlement that would include limits on industry liability?

The President will evaluate tobacco legislation as a whole to determine whether it
protects the public health. Liability limits are not necessarily a deal-breaker for us.
What’s important is achieving comprehensive legislation that includes, for example, a
large per-pack price increase, penalties for marketing to children, and broad restrictions
on children’s access to tobacco.

We hope that these kinds of statements (statements by Republican senators on liability)
don’t mean that some members are seeking to walk away from their responsibility to
protect children by enacting comprehensive tobacco legislation.

Piecemeal legislation won’t accomplish our goal. It’s not enough just to say we did
something if we don’t pass comprehensive legislation that really accomplishes our goals.



Jerold R. Mande
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Record Type: Record

To: Bruce N. Reed/OFD/EQP, Elena Kagan/OPD/EOP, Thomas L. Freedman/QPD/EOP

cc:
Subject: Tobacco Budget and Q&A.

Two items:

1. | heard from a Senate staffer who attended a briefing Jack Lew did on the budget today
that Jack described our proposed tobacco budget as a "floor.” | have been saying it is neither a
floor or ceiling, it is the amount experts tell us is necessary to reach the youth targets.

2. At a meeting yesterday you said our budget contains the same $26B over 5 years for states
that was in the 6/20 deal ($4 - $4.5 - $4.5 - $6.5 - $6.5). Presenting this fact will provide groups
a number to subtract from the "other uses" and highlight that there may not be the $$ they hoped
for for tobacco control or growers. On the other hand providing the number may be reassuring to
the states. Your call. | wanted to make sure you focused on it.
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Q:

4

What exactly is in the budget as an assumption of revenue from passage of tobacco legislation?
How much is it?

The budget assumes a stream of revenue in the five-year budget window of $60 billion, roughly
equal to raising the price of a pack of cigarettes gradually from --- cents today to $1.20 in 2003.
[DPC to check numbers.]

Does the tobacco revenue you’re assuming in your budget come from a cigarette tax, or penalties
by the industry, or both?

The budget simply assumes a stream of revenue in the five-year budget window of $60 billion,
roughly equal to raising the price of a pack of cigarettes gradually from --- to $1.20. [DPC to
check numbers.] There are no other assumptions — it’s compatible with any framework of taxes,
penalties or industry payments.

What exactly does this tobacco money fund?
It funds the following:

1) 21 Century Research Fund. The budget includes $ billion for the 21¥ Century
Research Fund the President announced in the State of the Union. That fund includes:

oNIH funding of $ 20 billion over five years;
«CDC fundingof § ____ billion;

*AHCPR funding of § ____ billion;

oNSFof§

eNASAof§

oCommerce programs (what are they?) of § _
eDOD programs of § _ (Are there others?)

The total for the 21* Century Research Fund is $ billion over five years [DPC to add
numbers]

2) Cancer Clinical Trials. The budget includes a 3 year $750 million demonstration that will
allow Medicare patients to participate in cancer clinical trials run by the NIH.

3) Child Care. The HHS budget includes a $7.5 billion increase over five years in the child
care block grant to states.

4) Other HHS Programs.

e Tobacco Control. The budget includes a total of $ million for FDA regulatory
work and enforcement and CDC tobacco contro] programs over the next five years.

e Food Safety. Approximately $25 million of FDA’s food safety increase may be funded
with tobacco revenues. [Is this out now?]
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5} An Education Department initiative to reduce classroom size is funded at $ over five
years. :

Q: How is this different from what you've said previously?

A: It's not. We've said all along that we expect Congress to pass tobacco legislation which will
include payments and penalties from the tobacco industry that would gradually bring the price of
cigarettes to about an additional $1.50 per pack over ten years. The budget document simply
makes clear that we expect the revenue from that legislation to total approximately $---- in the
five-year budget window.

Q: How was that amount calculated and by who?

A: The budget assumptions were calculated by OMB in conformance with the principles the
President has laid out. They were done using data from the Treasury Department to calculate the
effect of price hikes on consumption of tobacco.

Q: Isn’t this an odd way to budget — relying on a tax that you hope will eventually deter all smoking,
and end up producing no revenue?

A: No — this is a strategy that is proven, and which the Administration has supported all along,
Remember, we’re supporting a sound public health strategy of a combination of industry
payments and penalties designed to increase the price of a pack of cigarettes by up to $1.50 in the
next decade — as needed to meet youth reduction targets of 30 percent in five years, 50 percent in
seven years, and 60 percent in 10 years. This budget includes a very realistic assumption of what
the revenue from this approach would be in the five-year budget window.

Q: How did you choose which policy proposals will be paid for by the tobacco settlement and which
ones will not?

A: In general, funding from the tobacco legislation falls into two categories. One is spending that is
tied to the health consequences of tobacco use and uniquely suited for a separate funding stream,
such as the cancer clinical trials initiative and the 21* Century Research Fund. The other
category is responsibilities to assist children which the States and the Federal government share,
like the child care initiative.
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Q: Doesn’t this mean that many of the policy proposals you’ve announced simply may not happen if
there isn’t tobacco legislation?

A: No. As we’ve said all along, our budget proposal makes clear that these proposals can be fully
paid for within the context of a balanced budget. Our budget assumes that Congress will pass
tobacco legislation, and we believe that this is a realistic assumption. The budget we are sending
to Congress includes a number of proposals to pay for our new initiatives — including tax
proposals and spending offsets. Of course, no offset proposed in a budget is guaranteed; the
Congress can reject any proposed way of financing a program. If Congress does not pass
comprehensive tobacco legislation, we will work with Congress to find other offsets. Thisisa
high Administration priority, and we will find an effective funding mechanism.

Q: Why are some of the President’s key priorities funded with tobacco money? Is this just a ploy to
increase pressure on Congress to pass tobacco legislation? What are you going to do if Congress
doesn’t pass a bill this year?

A: First, let’s remember that every initiative in our budget submission, including these, are paid for
within the context of a balanced budget. The President is committed to that goal, and we’ll
simply find other offsets to support our key priorities if necessary. That’s what happens in the
budget process every year.

But we expect Congress to pass tobacco legislation -- it has bipartisan support. So does funding
for the NIH, and so does child care. We believe we’re going to be able to work with Congress to
pass these important initiatives.

Q: Realistically, won’t Congress reject tobacco legislation that includes limits on liability, given the
new RJ Reynolds documents that indicate that tobacco companies targeted children as young as
14?

A The new documents are very disturbing, but they only confirm what we’ve long suspected, while

making the need for legislation in this area more clear than ever. Comprehensive legislation
stands a far better chance of reducing youth smoking and protecting the public health than
lawsuits brought by smokers against the tobacco industry. The President will focus on the
legislation as a whole and ask whether it will reduce smoking and protect the public health. Ifit
mects these objectives, he will sign it. As we’ve said before, limits on liability are not
necessarily a dealbreaker; they should be weighed against, and viewed in light of, the public
elements of the legislation.
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TOBACCO LEGISLATION

(in mittions of current doftars, excepl estimaled per-pack equivalants)

USES OF RECEIPTS FROM TOBACCO LEGISLATION

Federally Operated Programs
21st Century Research Fund for America
FDA Enforcement Activities
HHS/CDC Smoking Prevention
Medicare Beneficiaries Cancer Clinical Trials Demonstration
Subtotal, Federally operated programs

e F_‘_.‘;;TM.M:-:'/MJ{
StatesPrograms wﬁh—FedefaJ-ceerdmafmn_

Child Care & Development Block Grant
Medicaid Child Outreach Reforms 7 RN
Class Size Initiative

Subtotal, State programs with Federal Coordination D,

—— ™

T e s —

s re—, e

Other&S;&feW S—

et
Total Uses

TOBACCO LEGISLATION RECEIPTS REQUIRED

Estimated Equivalent Per-Pack Amount (real §)
Estimated Equivalent Per-Pack Amount {current §)

* Includes unrestricted funds for states, cessati? farmer assistance, etc.

DRAFT votuoiizsts, Uses ?uoyvm&-\ )

Total
1999 2000 2001 2002 2003 Fv99-03
3597 4578 5084 5695 6,359 25.313
125 206 265 273 283 1,152
71 73 74 76 76 369
200 250 300 - s 750
3993 5107 5723 6044 6718 27,584
1165 1280 1400 1600 2.065 7.500
110 150 210 210 220 900
1400 1,300 1500 1700 1.735 7335
2365 2730 3410 3510 4.020 15,735
3425 3943 4582 4972 5362 22284
9,783 11,779 13,415 14,526 16,100 65,603
9,783 11,779 13,415 14,526 16,100 65,603
062 080 090 100 110
062 082 086 109 124

DRAFT 1/12/98, 12:00 PAS
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States Would Get $20 Billion

i Over Five Years as Part
: Of a Compromise Plan

By CHRISTOPHER GEORGES
Staff Reporter of THE WALL STREET JOURNAL

WASHINGTON — President Clinton, in
an effort to appease states' demands for
full control of funds from the national
tobacco settlement, wili propose granting
them nearly $20 billion in new money over
the next five years. .

The plan, which is expected as part of
his liscal 1999 budgel to be unveiled in
February, would let
states receive about
one-third  of the
spoils expected
from the tobacco ac-
cord, which was ne-
gotiated last year
by major cigarette
makers, states’ at-
torneys general and
puhlic-heakth
groups. Thai is a
controversial notion
berause many state
officials, who
played a key role in
negotiating 4 settiement, have repeatedly

rr————

Clinton Mulls Building Ban
On National Forest Roads

By o WaLL SR Jurksan, Staff Repurter

WASHINGTON — The Clinton admin-
stration is considering suspending road
construction on millions of acres of na-
tional forest, which would curb logging in
some of the conntry's most remote public
tands. ’

Fores! Service spokesman Alan Polk
said yesterday that administration offi-
cials are reviewing options that examine
“the entire transportation service on
the national forest system's 191 million
acres, including the road-building ban.
The suspension could last at least a year,
until a final review of its impact by the
Forest Service. A proposal is expected
within a few weeks.

Environmentalists and the timber in-
dustry are waging a fierce fight over the
40 million to 50 million &cres of roadiess
forestland that is home to threatened fish
and wildlife populations. The timber
industry is Inbhying aggressively to seale
back any possilde construelion resteie
tions, especially in Alaska and the North-
wesl. Environmental groups want the
administealion o ban roads on areas
as sniall s L mmweres,

P9
Bill Clinton

linton to Offer _Gfants in Tobacco Funds

staled they want to spend all the proceeds
as they—and not the federal governmeni—
see fil.

The approximately §20 billion ailuca-

tion is & kev part of Mr. Clinton's Lroader -

plan for spending the first $60 billion
expecied from a propused tohacco seltle:
ment. Although propesed ierms call for
cigarette makers to pay S363.5 billion,
those¢ payments are spread over 23 years
and, according to administration and con-
gressional  calevlations. would produce
about $60 billion of new maney in the first
five vears.

According to the White House budget
plan, about half of the 520 billion would be
allorated to states in fiscal 1999 with no
strings altached. Bul they would he re-
quired to pul the rest toward state-run
initiatives [avored by the administration,
such as child-care programs, White House
officials said. .

Administration officials dismissed sug-
gestions they are squeezing states out of
the picture. “*Any compromise legislation

is going to Include significant funds for the

slates because they brought the lawsuits
and they are entitled to their share of the
damages,"” said a senior White House aide,
referring to legal action aimed at recover-
ing the cost of treating those with smok-
ing-related ailments. “The budget will
take that into account.”

Although tobacco-settlement legisla-

the new Congress, passage isn’t assured,

Still, an array of actors, including the

president, congressional Republicans, and
slates. are all cager to grab al least some
spuils for their own'uses.

'Essemi;sll}.'. the president's budget is -

expecled W assume billions in new reve-
nue from higher cigareite taxes — ahout
$1.10 to $1.20 per pack — as part of the
hoped-for tobacco-settlement legislation.
Mr. Clinten wants to allot a large portion of
that revenue Lo & wide array of new federal
programs, such as biomedical and other
health research.

State attorneys general, who have or-
ganized a wide-ranging settlement of state
lawsuits against cigaretic muLkers, e
upset by such suggestions. However, ad-
ministration officials contend that many

..programis they want to fund - such as

child-care programs—maltch the priorities
of many states.

The White House in recent days has
unveiled several new initiatives for inclu-
sion in the fiseal 1999 budget. The most
recent came Friday when President Clin-
ton proposed spending about §70 million tv
help one million students work their way
through college by performing community
service. The proposal mirrors a plan
proposed by congressional Republicans,
and would raise the next budget's spend-
ing on work-study programs to $900 mil-

DNC Drops Ban on Money
Given by Foreign Residents

By a Wans, ST Jounsat Staff Reporter

WASHINGTON —The Democratic Na-
tional Committee is dropping its ban on
contributions from permanent foreign
residents as compelition heats up be-
tween the parties for support from new
citizens, and voters, in the coming elec-
tion.

The DNC imposed the ban a year ago
in the wake of the campaign-finance
scandal that focused, in part, on allega-
tions that foreign money was funneled
into the presidential race.

But the party's executive commitiee
decided Saturday that new compliance
requirements would “'catch anything im-
preoaper,”” said spokeswoman Melissa Bon-
ney, Pl pan Ly returmed aboul 3 milliom
in questionsble donations.

Permanent  Toreign residenls
ke el eibubiote Tl e’ vole

Sleve Lirossain, the party's natonat
chairman, said the move fullowed recoi
mendations by a DNC panel looking into
new ways to reach growing Hispanic and
Asian communities, which strongly sup-
povterd President Eliston i 196 Key
Republican strategists are urging e
GOP -to-uggressively -compele_for_thal
support. particularly in California, Flor-
ida, Texas and other major states.

«oan
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tion is expected to have a high priority in

lion.

FAA Found Several
Violations of Safety
At Former ValuJet

CLEVELAND (AP) — Federal inspec-
tors have found a number of serious safety-
related violations at the air carrier for-
merly known as ValuJet Airlines.

According to internal Federal Aviation
Administration documents obtained by the
Plain Dealer of Cleveland, the violations
Founel at the airline, moow called APran
ADies wned baseid by Alaende, Pl
cluded faisiflied documents,  improper
maianletsinee, Ty vepies aned repented
Forelinress es SUpery e conleaclors,

A Valudel DC-Y plunged into the 15ver
glades in 1996 shortly after takeofl from
Miami International Airport, killing all 110
people on board. A cargo fire on the
doomed Right was blamed on parts with
Lidsilieel maintenanee recovds,

The FAA documents, based on i three-

week inypection-lhat ended-Nov: 7, show—

the airline had more serious violations
than a February 1996 report that recom-
mended that the burgeoning ValuJet, then
with its headquarters in Atlanta, be
grounded. That warning went unheeded

‘until after the May 11, 1996, crash of

ValuJet Flight 592,

The FAA draft report found that three
instances of failing to properly calculate
Lhe proper weight and balance of aircrafi
to determine safe takeoff and landing
speeds; that a senior pilot who oversees the
gualifications of other pitots falsified infor-
mation about the experience of an unspeci-
fied number of them; and thal improperly
trained workers renovated an unspecified
number of cabins to make way for larger
business-ciass seats and modify the pas-
sengers’ emergency oxygen system.

. Asked about the inspection, AirTran
spokeswoman Lori LeRoy said, 'Infor-
mally, we understand that everything
turned out very well.” She declined to
comment further.



Broad Battle to End HMOs’ Limi’ted Liability

For Ti'eatment-Coverage Denzals Gains Steam

By LAURIE McGiNLEY
Staff‘Reporter of Tre WaLl STREET JOURNAL

SCOTTSDALE. Ariz. — It's a brifliant
winter day. but state lawmakers gath-
ered here from around the country aren't
1aking in the jocal sights like the Western
home of the late Frank Lloyd Wright.

Instead, they're crowded into a hotel
conference room to talk about one of the
hotiest topics in health care: how 1o make
it easier for patients to sue their managed-
care plans.

The star attraction is Winnfield Atkins,
2 legislative aide to Texas state Sen, David
Sibley. Last yeur, Sen. Sibley engineercd
passage of the first law in the nation that
permits injured patients to sue health
plans for malpractice over decisions to
deny coverage for treatment. '‘Health
plans were making decisions but not being
held accountable in court.” Mr. Atkins
says.

Several jawmakers at the session. spon-
sored by the National Conference of State
Legislatures, nod in agreement; dozens of
legislatures this year will debate similar
liability proposals. And, because state
laws can only go so far, some members of
Congress are already pushing for a federal
law as part of a proposed crackdown on
managed care. The issue, emotionally
charged and legally murky, has emerged
as the most contentious in the debate
over how far the government should go in
regulaling managed care., and is the sub-
ject of a fierce lobbving war.

Erisa Limitations on Liability

Most consumers are severely limited in
suing health plans over coverage deci-
sions. even though those decisions often
dictate what treatment patients receive
and when they see specialists or are
hospitalized, says Patricia Butler, a con-
sultant in Boulder, Colo. That constraint is
imposed by a 1974 federal law that regu-
lates emplover-sponsored health plans.

In an often-cited Louisiana case, for
example, an employer-sponsored health
plan decided it was unnecessary for a
woman named Florence Corcoran, who
was having a problem pregnancy. to be
hospitalized, as a doctor recommended.
The plan authorized a visiting nurse in-
siead. But while the nurse was off duty, the
fetus went into distress and djed.

A federal appeals court ruled that Mrs.-
Corcoran and her husband couldn’t sue the
plan for damages under state law because
of the federai Employee Retirement In-
come Security Act. or Erisa. Under the
law, as traditionally interpreted, patients
injured as a result of coverage denials
ean't sue employer-sponsored plans in
state court for lost wages, pain and sufier-
ing. or punilive damages. They can only
sue in {ederal court for the cost of the
benefit that was denied. The law has a
wide reach because most Americans re-
ceive their health insurance through em-

Malpractice Maelstrom

Pros and cons of making it easier to sue
health plans for coverage decisions.

Arguments For:
m Mzkes plans accountable for bad decisions.

w Reflects pans’ increased impact
an patfent care.

m The threat of litigation may improve care.

Arguments Against:

® Increases costs of litigation and
liability insurance.

= Courts are afready allowing some
malpractice suits.

& Let consumers “vote with their teet” 10
solve quality problems.

Source: “Managed Care Pian Liabllity™ By Patricia Butier

ployer-sponsored plans.

“Why is it that doctors and nurses are
accountable for their health-care treat-
ment decisions and managed-care compa-
nies are not?” asks Sen. Sibley, a Waco,
Texas, Republican. Robert Berenson, a
vice president at consulting firm Lewin
Group, agrees. ""Health plans can't have it
both ways, " he says. “They can’t take the
position that they save money through
effective utilization review, and then,
when something goes wrong, say, ‘It has
nothing to do with us.”

Such talk terrifies managed-care plans
and employers, who say health costs will
soar if plans become embroiled in litiga-
tion. In vetoing a bill in 1996 that would
have allowed patients to sue their HMOs,
Democratic Gov. Lawton Chiles of Florida
warned that such legislation would destroy
the benefits of managed care by gutting
the concept of cost control.

Employers also worry that they may
end up liable for decisions made by their
health plans.

Others argue that it won't help the
health-care system to clog up the courts
with more litigation. “'Do you take a bro-
ken system and extend it across the board
in hopes of improving quality?” asks
Karen Ignagni, president of the American
Association of Health Plans, which repre-
sents more than 1,000 HMOs and managed-
care sysiems. She says lawyers, not pa-
tients, benefit from iawsuits, and a better
course would be to beef up appeal proce-
dures for consumers so that disputes with
health plans can be resolved more quickly.
Even Mr. Berenson of the consulting firm
sdys there should be limits imposed on
polential damage awards to keep plain-
tiffs* attorneys from viewing health plans
as '‘deep-pockets” targets for lawsuits.

The idea of holding health plans liable
for coverage decisions is being pushed by a

THE WALL STREET J OURNAL"
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poweriul combination of interests: con-
sumer groups dissatisfied with managed
care, disgruntled physicians seeking to
redress the balance of power with health
plins, and trial attorneys who see the
potential for big fees. To aveid becoming
political targets, the lawyets are generally
keeping a low profile; they're happy to let
doctors, usually their political enemies,
take the lead.

Even if more states act to allow con-
sumers 1o sue plans for coverage denials
under state malpractice laws, the impact
may be limited because of the Erisa ex-
emption for cmployer-sponsored  plans.
S0 some members of Congress want {o
change Erisaso that it can’t be used as a
defense in cases involving the denial of
benefits. ’

The charge is coming from wings of
both political parties: Two conservative
Repubticans, Rep. Charlie Norwoed of
Georgia and Sen. Alfonse I’ Amato of New
York, are pushing one proposal, while lib-
eral Democratic Rep. Fortney H. “Pete”
Stark of California champions another.
Fighting Changes in Erisa

But employers will try to derail any
congressional effort to tamper with the
Erisa-mandated liability exemptions. Over
the past few years, courts have gotien
increasingly skeptical of the Erisa defense,
and industry officials say the courts should
be left to sort out the issue. Mark Ugoretz,

- president of the Erisa Industry Committee,

which represents major employers, says

‘the hest way to improve the consumer’s Jot

would be to change federal regulations to
give patients the right to seek an immedi-
ate court ruling when a managed-care plan
denies treatment, That way, he says, *'you
don't have to wait until you're dead or
injured to get some relief.'

In Texas, the medical maipractice bat-
tle originated with Gov. George Bush's
1995 veto of a wide-ranging managed-care:
reform bill that didn't include the malprac-
tice provision concerning decisions on cov-
erage. His action fueled a consumer back-
lash against managed care that led to
passige last year of Sen. Sibley's bill,
which was strongly supported by the Texas
Medical Association, a powerful physi-
cians group. (Mr. Siblev's bill specifi-
cally excludes employers from liability, as
does the Norwoed-D'Amato bill.) Gov,
Bush, torn between opposition by heaith
plans and support for the bill from physi-
cians, decided to allow the Sibley bill to
become law without his signature.

Aetna Inc., one of the largest managed-
care companies operating in Texas, -has
sued the state in federal court in Houston
to block the law. A court decision may
come soon, and the dispute eventually may
have to be decided by the U.S. Supreme
Court. Meanwhile, the law went into effect |
in Seplember, but no patient has yet
invoked it to sue 4 health plan.
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TO: Chris Jennings
FROM: DPavid Nexon
DATE:  1/9/87
SUBJECT: TOBACCO TAX ESTIMATES/NEAR-ELDERLY
TOBACCO TAX

Our goal, as always, should be to get whatever policy we adopt
scored as high as possible, so that we have more money to spend. It
would be very helpful if you would work with the Treasury
Department to lry 1o get them lo adopl estimating procedures
thal will maximize anlicipaled revenucs and encourage them to
work with the Joint Tax Committee, 38 well.

The attached document illusirate secme of the key assumptions that
may affect the level of the estimetes. It is based cn Joint Tax's estimate
of a $1.50 per pack increase phzsed in at 50 cents per pack per year over,
tha first three years.

The first line is an official JTC eslimate given to us last year,
These numbers will change based on the new tobacco baseline, but we do
not know how much., My understanding is that they will be down
significantly becauce the CB0O revenue baseline is going to be down.

The second line adds back the iax offset that JTC assumes occurs
with any tax bill (33%). The JTC argument is that if people are paying
$1.00 more in cigarette taxes they will be buying $1.00 less of apples or
cars or something comparable. This means less income and less taxes
paid by the makers of cars or growers of apples.

Logically, this offset should nol apply to the Kennedy bill (or to the
President’s proposal, if it is framed properly), because the bill itself
requires that the new tax money be spent in an equal and offsetting
amount to the lax. Under our bill, every dollar that is collected in taxes is
spent on public health or biomedical research or child development and is
taxable income to.lhe producers of those services. Because of JTC
estimating convenlions, however--which really seem tc be a product of
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the separation between JTC tax estimales and CBO outlay estimates
rather than having any econcmic bzsis--JTC seems unlikely o give us
credit for the add-back withoul prodding. Ht might be very helptul if
Treasury gives us credit for spending in their revenue
calculations and would be willing lo discuss this issue with
their counlterparts al Jeint Tax,

The third line represents ths additional revenues that accrue if the

payments the tobacco indusiry makes to the government are not tax

deductible as a business expense. According to Mack's people, Ken Kies
told them that Mack-Harkin would gencrale $100 billion over 25 years. We
have simply added in $4 biliion a year based on this. The idca of non-
deductibility seems to have sirong support, so | would hope that
Treasury would faclor it into ils estimates and the President
can include it in his proposed policy.

NEAR-ELDERLY

After some discussion, we have decided that your instinct is right
and we should stick with the Fresident's program for introduction and
worry about improving it laler on.
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JOINT TAX COMMITTEE ESTIMATE (ADJUSTED BY 33% FOR ADDRBACK OF INCOME TAX OFESET 2

DISTRIBUTION OF REVENUES UNDER THIE ACT FOR SMOKEFREE AND HEALTHY CHILDREN

NONDEDUCTIBILITY TAX CLAUSE {

(in bullions of nominal doliars)

Cigarettc Tax ($1.50) |Percent | 1998 | 1999 {2000 [ 2001 { 2002 | 2003 {2004 { 2005 [ 2006 | 2007 | Total | Total
Share 98-02 )98-07

JTC Estimate 5.1 105 (126 P13.0 4131 |13.5 {14.0 | 145 [15.1 {15.1 | 54.4 126.6

(Unadjusted)

JTC Estinme 6.8 {14 16.8 {174 {1174 |18 186 1193 |20.1 |20.1 }72.4 168.5

(Adjusted by 33% for : : '

addback of income tax

offsct)

JTC Estimoate 10.8 (18 {20.8(21.4|21.4(22 [22.6(23.3(24.1|24.1|92.4 208.5

(Adjusted by 33%
for addhback of
income tax wiisut
und nondeduciibality

bin:' claused
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| 'Clin‘-ton to Propose Cigarette Tax Increase

efforts, especiatly in an clection year, 1o
offer u.series of new inktiatives without

out, we will come up with other tax plans.
said one senfor White House alde, -
Allhough specilics of the budget pro-

=3 WASHINGTON — President Clinton will A
X ing th lasl
cx . aropase higher cifarelle laxes among ;’,‘ﬁ'ﬁf&i&?ﬁﬁ;’;ff‘pﬁﬁc‘:{ Intas posal rematn vague, new revenues could
= I sther increases in tobacen-related reve- The While. House has confirmed in~  tome from other sources such as licensing
o = aues lo hetp pay for billions of doltars in  recent weeks that it will propose billions of  fres and other industry payments. That's
. S = new initialives, administration officials  dottars in new programs from school con- likely to draw opposltion [rom some Ite-
- = said. struction to medical research. The search  Publicans and supporlers of tobiceo inter-
o _ The plan, to be formally unveiled in  for funds 1o pay for the programs hag led €515, but While House officials said they
= Febeuary as part of the flseal 1999 budgel,  administration officials o focus parily on  2re counillng on public opinion (o help
= h(‘l_}: aould raise nearly $10 billion in 199 and  “iobaceg legislation. “We are driving &  heir case. Indeed, lhe White House is
-setween $40 biltion and $60 billlon over five  ¢ryoi the tobacco industry.” said  tager lo tout ils plan to pay for Mr.
cox vears. That would make the pfanned levies  gpe sentor White House aide. : Clinton’s new initiatives with tobacco lev
by 0 tobacco the Jargest single source of new While momentum strongly favors some  les, especially as congressional elections
- E]j revenue in the budget, administration offi-  form of tobacco legislation this year, Its  2pproach. I Republican opposilion sur-
3 cialssald, - content and the amount of revenue derived  faces, Democrats believe they will have
o e.c_. ; :merld%. White House omcla!ts from it remain in question. The proposed  defined a po]lenl eleclion-year issue.
3 ent Clinton would step up ef-  settlement between the Industry and state Meanwhlte, on Social Security, White
; c forts Lclm Socéal&emrrefonp. Butadmin-  attorneys general to settle ctaims relating House officizls said yesterday  that
= :stration aides offered no specific propos-  to health-care costs requires congressional  “'dozens of proposals,” such as regional
°°] =z 1ls and said the effort would likely be  approval, but President Clinton and con-  forums. a bipartisan congressional com-
iimited to drawing public aitention to  gressional teaders have said they want to  Iniltee and a special session of Congress.
g the need for reform. . see changes In key provisions. were under discusslon. . .
_The proposal to fund tew programs +Still, administration officials sald that Republican congressional leaders wel-
using tobaceo-related revenues is an out-  even if Congress fails to enact lobacco Comed Mr. Clintons interest, but alse
growth of the debate over the proposed  legislation, the administration would push  signaled their deep philosophical disagree:
wbaceo settlement reached by states” at-  other proposals to secure the needed reve-  Wenl with the admintstration over how to |
‘omeys general and the tobaceo industry,  nue, such as a straight-oul exclse tax on  Shore up Social Security and Medicare.
“£gF SJESA gsSH4s ase t it is also tied closely to White House  cignrettes. “If & seftlemeni doesn't work —John Harwood contributed to article.
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TOBACCO LEGISLATION

USES OF RECEIPTS FROM TOBACCO LEGISLATION

Federally Operated Programs
Research Fund for America
FDA Enforcement Activities
HHS/CDC Smoking Prevention
- Medicaid Child Outreach Reforms -
Cancer Clinical Trials Demonstration
Subtotal, Federally operated programs

Federally Directed State Programs
Child Care & Development Block Grant
Teachers Initiative
Subtotal, State prgms with Federal direction

Other Uses, including Cessation
Total Uses
TOBACCO LEGISLATION RECEIPTS REQUIRED

Equivalent Per-Pack Amount Required (real $)
Equivalent Per-Pack Amount Required (current $)

' Total Net Receipts

'I'OBLS;IXLS. Uses

Total
1999 2000 - 2001 2002 -~ 2003 £Y99-03

3578 4605 5029 5724 6332 25,268

125 168 210 282 292 1,076

205 171 139 76 76 667

120 160- 200 200 220 900

200 250 300 - = 750

4228 5354 5877 6282 6920 28,661

7,500

7.335

2255 2580 2900 3,300 3,800 14,835

3,300 3,891 4582 4,972 5,362 22,107

9,783 11,825 13,359 14,554 16,082 65,603
0.62 0.80 0.90 1.00 1.10
0.62 0.82 0.96 1.09 1.24

9,783 11,825 13,359 14,554 16,082 65,603

1213107, 1100 AM
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MODIFIED SETTLEMENT USES, Co

Public Heutth Trust Fund
HHS Rescarch on Cessation
Nstional Education/Media Campalgn
State Programs/ASSIST
HHS Grants to Reduce Tobacco Use
Cessation Trust Fund
FDA Enlorceroent
Chvil Suit Reimbursetnefits -~ -
Paymants to Sports Teams
Miscellanoous

Subtotal: Specified tema

Subtotal excliding Research Fund

in Curront §

temnational (Proposed Add)
Farmers {Proposed Add)
Total Exc Trust Fund(Constant §)
Total ([Current §)

MODIFIED SETTLEMENT USES, Current $

Public Health Trust Fund
HHS Research on Cessation
Naticnal Education/Media Campaign
State Programe/ASSIST
HHS Grants to Reduce Tobacco Use
Cessatlon Trust Fund
FDA Enforcoment
Civi Suit Reimbursements
Payments to Sports Teama
Niscellanoous, Rounding Error
Subtotal: Specified Hems
Subtots excleding Research Fund
In Currert §
intemational (Preposed Add)
Farmers (Proposed Add)
Yotat Exc Trust Fund(Current $)
Yotal (Curront §)

TOBLXILIOS. Progrom Lewh

1999 2000 2001 2002 2003 2004 2005 2008 2007 2000
nstant $
0.450 0.450 0.450 0.450 0.450 0.450 0.450 0.450 0.450 0.450
0.050 0.050 0.050 0.050 0.049 0.050 0.050 0.050 0050«  0.050
0.134 0.096 0.061 0.000 0.000 0.134 0.1 0134 0.134 0.134
1.000 1.000 1.000 1.000 4.000 1.500 1.500 1.500 1.500 1.500
0.136 0.54 0.189 0.250 0.251 0.251 0.251 0.251 0.251 0.251
0.000 0400-:.-:0:800.Z: -0.800 . 0800  1.200 342007  1200. 3200 3.200
0000 0400 0200 0100 0200 0200 0200 0200 0200  -0.200
1.750 2.050 2.350 2.450 2350 3.285 3.385 3.385 5385 5.385
1.750 2.050 2.350 2.450 2.350 3.385 3.285 3.385 5.335 5.385
1.750 2.112 247 2677 2.645 3.924 4.042 4.163 6.822 7.028
0.050 0.0%0 0.050 0.050 0.050 0.200 0.200 0200 0.200 0.200
0.080 0.100 0.100 0.100 0.100 0.200 0.200 0.200 0.200 0.200
1.680 2.200 2.500 2.600 2.500 3.785 3.785 3.785 5.765 5.785
1.880 2.266 2.652 2.841 2.814 4.388 4519 4.655 7.328 7.548
0.450 0.464 0.477 0.492 0.506 0.522 0.537 0.553 0.570 0.587
0.650 0.052 0.053 0.055 0.055 0.058 0.060 0.061 0.063 0.065
0.134 0.009 0.065 0.000 0.000 0.155 0.160 0.165 0.170 0.175
1.000 1.030 1.061 1.003 1.126 1.739 1.791 1845 1.900 1957
0116 0.159 0.201 0.273 0.283 0.291 0.300 0.309 0.318 0.327
0.000 0.412 0.849 0.874 0.900 1.391 1433 1476 4054 4475
0020  -0.089 0164 0150 0219 0232 0238 0246  -0253  -0.261
1.770 2145 2.541 2635 2.6 3.524 4.042 4.163 6.622 71026
1770 2146 2.541 2635 2631 3.924 4.042 4.163 8.622 7.026
1,770 2.146 2.541 2,636 2.6M 3.924 4.042 4.163 6.822 7.026
0.050 0.052 0.053 0.055 0.056 0232 0.229 0.246 0253 0.261
0.080 0.103 0.106 0.109 0.113 0.232 0.239 0.246 0.253 0.261
1.900 2.300 2.700 2.800 2.800 4.388 4.519 4.655 7328 7.548
1.900 2.300 2.700 2.800 2800 4.388 4.519 4655 7.328 7.548

0.000
0.000
2.250
0.249
0.291
5.000
0.860
2.800
0.000
2600
10.9%50
10.950
nerr

0.000
0.000
4.500
0.499
0.961

1273157, 11:37 AM
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

December 23, 1997

To: The Director c:  Jack Lew,/ Joe Minarik, Barry
Anderson, Barry Clendenin
From: Joshua Gotbaurnc\.g\

Re: Summary Table of Uses of Tobacco Legislation

Attached as yoﬁ requested is a tobacco sources and uses, in both “Federal only” and
“Total” uses form.

I would strongly recommend using the “Fed Only” case, because putting the other uses
in the budget would be interpreted as an Administration endorsement of those levels.

Please note that, on the “Fed Only” case, the per-pack amounts shown are an
overestimate of the amount that would be needed to fund only these uses. The
estimates shown (39 to 80 cents, current dollars) represent the fraction of the already
agreed-upon stream from 62 cents to $1.10 (real) represented by the Federal uses. If we
go with the “Fed Only” approach, we can reestimate the exact amounts.

Tobacco Revertree Lises.doc



Fed Only
TOBACCO LEGISLATION

Total
1999 2000 2001 2002 2003 FY99-03

USES OF RECEIPTS FROM TOBACCO LEGISLATION

Federally Operated Programs

Research Fund for America ) 3,873 5,029 58676 5933 6,488 26,999
Youth smoking prevention programs, additional (CDC) 21 21 21 21 21 105
Youth smaoking enforcement programs, additional (FDA) 9 9 9 9 9 45

Subtotal, Federally operated programs 3903 5059 5706 5963 6,518 27,149

Federally Directed State Programs

Child Care & Development Block Grant 7,500
Teachers Initiative 7,335

Subtotal, State-operated programs under Federal direciion 2,255 2,580 2900 3,300 3,800 14,835

Total Uses 6,158 7,639 8,606 9263 10,318 41,984

TOBACCO LEGISLATION RECEIPTS REQUIRED

Equivalent Per-Pack Amount Required (current $) $0.39 $0.53 $060 $0.69 $0.80

Federally Operated Programs, Total 3,903 5059 5706 5963 6,518 27,149

State Programs with Federal Direction, Total 2255 2580 2900 3,300 3,800 14,835
Total Additional Net Receipts 6,158 7,639 8606 9,263 10,318 41,984

Excludes other state programs and other programs that may be funded via legislation.

DRAFT : 12/23/97 11:29 AM Tobus23.xis Fed Only






Total

TOBACCO LEGISLATION

USES OF RECEIPTS FROM TOBACCO LEGISLATION

Federally Operated Programs
Research Fund for America
Youth smoking prevention programs, additional (CDC)
Youth smoking enforcement programs, additional (FDA)

Subtotal, Federally operated programs
Federally Directed State Programs

Child Care & Development Block Grant
Teachers Initiative

Subtotal, State-operated programs under Federal direction
Other State Uses
Other Uses
Total Uses
TOBACCO LEQISLATION RECEIPTS REQUIRED
Equivalent Per-Pack Amount Required (current $)
Federal Programs, 'i'otal
State Programs with Federal Guidance, Total
Other State Programs

Other Tobacco Related Programs Proposed in Settlement
Total Additional Net Receipts

DRAFT

Total
1999 2000 2001 2002 2003 FY99-03
3,873 5,029 5,676 5,933 6,488 . 26,999
21 21 21 21 21 105
9 8 8 9 8 45
3,903 5,059 5,706 5,963 6,518 27,149
7,500
7,335
2,255 2,580 2,900 3,300 3,800 14,835
1,700 1,900 2,200 2,500 2,900 11,200
1,900 2,300 2,700 2,800 2,800 12,500
9758 11,839 13,506 14,563 16,018 65,684

$0.62 $0.82 $0.95 $1.09 $1.24

3,903 5,059 5,706 5,963 6,518 27,149
2,255 2,580 2,900 3,300 3,800 14,835
1,700 1.800 2,200 2,500 2,900 11,200
1,900 2,300 2.700 2,800 2,800 12,500
9758 11,839 13,506 14,563 16,018 65,684

Tobus23.xls Total 12/23/97 11.20 aM



NIH OPTIONS (Dollars in millions; fiscal years)

1998 1599 2000 2001 2002 2003 1999-200 % Increase
Base Numbers NIH (No NCI breakout) 13,648 14648 15234 15843 16477 17136 79,338 26%
12118 Increase over Baseline 1,000 1,586 2,195 2,829 3,488
Growth 7.3% 4.0% 4.0% 4.0% 4.0% 4.7%
Case A NIH {(No NCI breakout) 13,648 16,050 17,093 17,393 18,441 19,842 88,819 45%
Corrected #s Increase over Baseline 2,402 3,445 3,745 4,793 6,194
Friday moming  Growth 17.6% 6.5% 1.8% 6.0% 7.6% 7.8%
Cancer Clinical Trials 340 340 340 340 340 1,700
TOTAL PROPOSED 16,390 17,433 17,733 18,781 20,182 90,519
ingrease 1,340 1,926 2,535 3,169 3,828 12,798
Case B NIH 13,648 14848 15785 18,967 18,431 20,133 85,964 48%
Numbers from Increase over Baseline 1,000 2,137 3,318 4,783 6,485 17,724
Mid-day Friday  Growth 7.3% 7.8% 7.5% 8.6% 9.2% 8.1%
Non-NCI proposed spending 11,101 11,795 12,601 13,401 14,101 15,039 66,937 35%
Increase over Bassline 694 1,500 2,300 3,000 3,938 11,432
Growth 6.3% 58% 5.8% 5.8% 5.8% 6.3%
NCI proposed spending 2,547 2,853 3,184 3,566 4,330 5,094 19,027 100%
Increase over Baseline 306 637 1,019 1,783 2,547 6,292
Growth 12.0% 5.8% 5.8% 5.8% 5.8% 14.9%
Cancer Clinical Trials 340 340 340 340 340 1,700
TOTAL PROPOSED 14,988 16,125 17,307 18, 7M1 20,473 87,664
Increase 1,340 2,477 3,659 5,123 6,825 19,424
Case C NIH 13,648 14,648 15,757 16,887 18,147 19,557 84,996 43%
Increase over Baseline 1,000 2,109 3,239 4,499 5,909 16,756
Growth 7.3% 7.6% 7.2% 7.5% 7.8% 7.5%
Non-NCi proposed spending 11,101 11,795 12,701 13,576 14,326 15,314 67,712 38%
Increase over Baseline 694 1,600 2,475 3,225 4,213 12,207
Growth 6.3% 7.7% 6.9% 5.5% 6.9% 6.6%
NCI proposed spending 2,547 2,853 3,056 3,311 3,821 4,243 17,284 67%
Increase over Baseline 306 509 764 1,274 1,696 4,549
Growth 12.0% 7.1% 8.3% 15.4% 11.0% 10.7%
Cancer Clinical Trials Demo 200 300 400 200
TOTAL PROPOSED 14,848 16,057 17,287 18,147 19,557 85,896
increase 1,200 2,409 3,639 4,499 5,909 17,656
Y
Case D NIR 13,648 14,802 15,827 16,923 18,095 19,3489 84,996 42% V?o’*?m‘l
Increase over Baseline m 2,179 3,275 4,447 5,701
Growth 5% 6.9% 6.9% 6.9% 6.9% 7.2%
Non-NC! proposed spending 11,101 12,000 12,801 13,655 14,565 15,537 68,558 40%
increase over Baseline 829 1,700 2,554 3,464 4,436 13,053
Growth 8.1% 6.7% 6.7% 6.7% 6.7% 7.0%
NCI proposed spending 2,547 2,802 3,026 3,268 3,530 3,812 16,438 50%
Increase over Baseline 255 479 721 983 1,265 3,703 N
Growth 10.0% 8.0% 8.0% 8.0% 8.0% 8.4%
wm——
Cancer Clinical Trials Demo 200 300 400
TOTAL PROPOSED 15,002 16,127 17,323 18,095 19,349 85,896
Increase 1,354 2,479 3,675 4,447 5,701 17,656

12/23/97
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HEALTH BUDGET OPTIONS

(Dollars in billions, fiscal years)

Tmh—-

1999 2000 2001 2002 2003 5 Years
MEDICARE
Anti-Fraud * -0.1 -0.4 -0.4 0.4 -0.5 -1.8
Reduce payment for EPO -0.045 -0.065 -0.065 -0.07 -0.075 -0.3
Payment for drugs -0.07 -0.13 -0.15 -0.16 -0.18 -0.7
Partial hospitalization -0.015 -0.015 -0.02 -0.03 -0.04 -0.1
MSP -0.01 -0.14 -0.16 -0.18 -0.2 -0.7
Pre-65 0.44 0.44 0.34 0.34 0.34 1.9
Clinical Cancer Eﬁ.z 0.3 0.4 0.9
7 Long-Term Care Info. 0.005 0.005 0.005 0.005 0.005 0.025
{Discretionary)
MEDICAID —\«1pA HaALTH
Presumptive eligibility 0.09 0.09 0.12 0.13 0.14 0.57
TANF 0.05 0.06 0.07 0.07 0.08 0.33
CHILDREN'S HEALTH INSURANCE PROGRAM
Puerto Rico 0.034 0.034 0.034 0.024 0.024 0.15
OTHER
Voluntary Purchasing Coops  0.025 0.025 0.025 0.025 0.025 0.125
TOBACCO
— Tobacco Revenue -9.783 -11.825 -13.359 14554 -16.082 -65.603
21st Century Trust Fund 1.99 3.35 4.82 6.41 8.00 24.58
NIH 1.15 218 3.27 4.45 5.70 16.76
NSF 0.437 0.628 0.841 1.074 1.202 4.182
-7 Other 0.395 0.543 0.708 0.893 1.101 3.639
Settlement Spending 1.90 2.30 270 2.80 2.80 12.50
Federal/State Funds 3.98 4.47 5.05 5.78 6.75 26.02
Federal (57%) 2.27 2.55 2.88 3.29 3.85 14.83
State {43%) 1.714 1.82 217 2.48 2.90 11.19
Residual &/1\.71/—29) 044 147 @
* Net of premium offset o 7
NN

12/23197



NATIONAL INSTITUTES OF HEALTH -- FY 1999 BUDGET

{BA in millions)
1998 1999 2000 2001 2002 2003 1999 - 2003
CASE A (12/19, am)
Total NIH (including Clinical Trials) 13,648 16,390 17,433 17,733 18,781 20,182 90,519
Cumulative % Increase over FY98 20% 28% 30% 38% 48%
National Cancer Institute 2,547 3,256 3,679 4,163 4718 5434 21,250
& CASE B (12/19, pm) el
- a?
Total NIH 13,648 14988 16,125 17,307 18,771 20,473 87,663 ‘ +
Cumulative % Increase over FY28 10% 18% 27% 38% 50%

National Cancer Institute 2,547 2,853 3184 3,566 4,330 5,094 19,026
Base 2,547 2,547 2,547 2,547 2,547 2,547 12,735
Cumuiative % Increase over FY98 12% 25% 40% 70% 100%

Non-NCI NIH 11,101 11,795 12,61 13,401 14,101 15,039 66,937
Base 11,101 11,101 11,101 11,101 11,101 11,101° 55,505
Cumulative % Increase over FY98 6% 14% 21% 27% 35%"

Cancer Clinical Trials nfa 340 340 340 340 340 1,700

CASE C (12/23)
Total NIH 13,648 14,947 15,357 16,112 16,867 18,792 82,075
Cumulative % Increase over FY98 10% 13% 18% 24% 38%

National Cancer Institute 2,547 2,802 3,056 3,311 3,566 3,821 16,556
Base 2,547 2,547 2,547 2,547 2,547 2,547 12,735
Cumulative % Increase over FYS98 ) 10% 20% 30% 40% 50%

Non-NCI NIH : 11,101 11,945 12,101 12,601 13,101 14,771 64,519
Base 11,101 11,101 11,101 11,101 11,101 11,101 55,505
Cumulative $ Increase over FY98 844 1,000 1,500 2,000 3,670 9,014
Cumulative % Increase over FY98 8% 9% 14% 18% 3%

Cancer Clinical Trials n/a 200 200 200 200 200 1,000

Case A and B Exceed Case C by:
Case A: NIH Total (includes $1.7b fo - 1,443 2,076 1,621 1,914 1,391 8,445
NCI - 454 623 852 1,152 1,614 4,695
Case B: NIH Total (includes $1.7b fo - 41 767 1,195 1,904 1,682 5,589
NCI - 51 127 255 764 1,274 2,471
fia NI+ [at,t 1Y
e e, > 00wl | )

nih1223c.xls - e e e = 12123007 31T PMT
[ ae0 \:‘:\_:iyv@t: vt
— VT w LA oven —



POSSIBLE USES OF TOBACCO RECEIPTS

Revenues in billions current $; per-pack equivalents in real & current $

RECEIPTS -- ALTERNATIVE CASE

PER PACK EQUIVALENTS -- Real 1999%

Current §

TOTAL RECEIPTS (billions current §)

USES
Federal Research & Other Direct Funds
State Funds -- Federally Directed Portion
State Funds -- State Controlled Portion
Tobacco Settlement/Constituency Funds

Total Uses

1999

0.62

0.62

9.8

3.9
23
1.7
1.9
9.8

2000

0.80

0.82

11.8

5.1
2.6
1.9
2.3

1.5

2001

0.90

0.95

13.4

—

2002

1.00

1.09

14.6

6.0
3.3
2.5
2.8

15.6

2003 TOTAL FY99-03
1.10

1.24

16.1 65.6

6.5 271 40%
3.8 14.8 22%
2.9 11.2 16%
2.8 12.5 18%
17.6 68.4 100%

121887 10:16 PM TobacCmpuxis Allernative Scenarios



12/18/97

Increase NIH by $1.1 billion in 1998; Double NCI by 2003

National Institutes of Health (NIH) Funding Options

{Dollars in millions)

1997 1998 1989 2000 2001 2002 2003 1999-2003
BASELINE: NO GROWTH 12,741 13,648 13,648 13,648 13,648 13,648 13,648
1. HHS Appeal 13,648 14,801 16,051 17,407 18,877 20,472
Increase over Flat Baseline 1,153 2403 3,759 5,229 6,824 19,368
Growth 8.4% 8.49% 8.4% 8.4% 8.4% 8.4%
2. Tobacco Settlement 13,648 16,148 16,148 17,148 17,648 18,648
Increase over Flat Baseline 2,500 2,500 3,500 4,000 5,000 17,500
Growth 18.3% 0.0% 6.2% 2.9% 5.7% 6.4%
3. NIH: $1 bin 1999 13,648 14,748 15,697 16,736 17,876 19,130
Increase over Flat Baseline 1,100 2,049 3,088 4,228 5,482 15,947
Growth 8.1% 6.4% 6.6% 6.8% 7.0% 7.0%
NSF: $150 min 1999 3,430 3,580 3,687 3,798 3,912 4,029
Increase over Flat Baseline 150 257 368 482 599 1,857
Growth 4.4% 3.0% 3.0% 3.0% 3.0% 3.3%
TOTAL INCREASE 1,250 2,306 3,458 4,710 6,082 17,804
NOTE
Non-NCI Base 11,431 11,431 11,431 11,431 11,431 11,431
Non-NCI proposed spending 11,431 12,352 12,908 13,489 14,096 14,730
Increase over Baseline 921 1,477 2,058 2,665 3,299 10,421
Growth 8.1% 4.5% 4.5% 4.5% 4.5% 5.2%
NC! baseline 2,217 2,217 2,217 2,247 2,217 2,217
NCI proposed spending 2,217 2,396 2,789 3,247 3,780 4,400
Increase over Baseline 179 572 1,030 1,563 2,183 5,526
Growth 8.1% 16.4% 16.4% 16.4% 16.4% 14.7%




OMB OPTION: %14 hillion over 5

National Institutes of Health (NIH) Funding Options

(Dolfars in milions}
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 1999-2003 1999-2008
BASELINE: NO GROWTH 12,741 13,648 13,648 13,648 13,648 13,648 13,648 13,648 13,648 | 13648 13,648 13,648
1. HHS Appeal 13,648 14,801 16,051 17,407 18,877 20,472 22202 24078 26,112 28318 30,711
Increase over Flat Baseline 1,153 2,403 3,759 5,229 6,824 8,554 10,430 12,464 14670 17063 19,368 82,549
Growth 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4%
2. Tobacco Settlement 13,648 16,148 16,148 17,148 17,648 18,648 16,148 16,148 16,148 13,648 13,648
Increase over Flat Baseline 2,500 2,500 3,500 4,000 5,000 2,500 2,500 2,500 0 0 7.50 25,000
Growth 18.3% 0.0% 6.2% 2.9% 5.7% -13.4% 0.0% 0.0% -15.5% 0.0% - 0.0%
3. NIH: $1bin 1999 13,648 14,648 15,234 15843 16,477 17,136 17,822 18,534 19,276 20,047 20,849
Increase over Flat Baseline 1,000 1,586 2,195 2,829 - 3,488 4,174 4,886 5,628 6,399 7,201 11,098 39,385
Growth 7.3% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.7% 4.3%
NSF: $250 m in 1999 3,430 3,680 3,827 3,980 4,139 4,305 4,477 4656 . 4843 5,036 5,238
Increase over Flat Baseline 250 397 550 708 875 1,047 1,226 1,413 1,606 1,808 2,782 9,882
Growth 7.3% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.6% 4.3%
»
TOTAL INCREASE 1,250 1,883 2,746 3,539 4,363 5221 6,113 7,040 8,005 9,008 13,880 | 49,268
NOTE
Non-NCI Base . 11,431 11,431 11,431 11,431 11,431 11,431 11,431 11,431 11,431 11,431 11,431
Non-NCI proposed spending 11,431 12,269 12,759 13,270 13,800 14,352 14,927 15,524 16,145 16,790 17,482
Increase over Baseline 838 1,328 1,839 2,369 2,921 3,496 4,093 4714 5,359 6,031 9,295 32,988
Growth 7.3% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.7% 4.3%
NCI baseline } 2,217 2,217 2,217 2,217 2,217 2,217 2,217 2,217 2,217 2,217 2,217
NCI proposed spending 2,217 2,379 2,475 2,574 2,677 2,784 2,895 3,011 3,13 3,256 3,387
Increase over Baseline 162 258 357 460 567 678 794 814 1,039 1,170 1,803 6,398
Growth 7.3% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.7% 4.3%
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OMB OPTION: $14 hillion over 5; Doubling NCI by 2003

National Institutes of Health {NIH) Funding Options
{Dollars in millions)

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 1999-2003 1999-2008
BASELINE: NO GROWTH 12,741 13,648 13,648 13,648 13,648 13648 13,648 13648 13648 |k 13648 13648 13648
1. HHS Appeal 13,648 14,801 16,051 17,407 18,877 20,472 22,202 24,078 26,112 28,318 30,711
Increase over Flat Baseline 1,153 2,403 3,759 5,229 6,824 8,554 10,430 12,464 14670 17,063 19,368 82,549
Growth 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4%
2. Tabacco Seftlement 13,648 16,148 16,148 17,148 17,648 18,648 16,148 16,148 16,148 13,648 13,648
Increase over Flat Baseline 2,500 2,500 3,500 4,000 5,000 2,500 2,500 2,500 0 0 17,500 25,000
Growth 18.3% 0.0% 6.2% 2.9% 5.7% -13.4% 0.0% 0.0% -15.5% 0.0% 6.4% 0.0%
3.NIH: $1bin 1999 13,648 14,648 15,185 15,789 16,471 17,245 17,835 18,652 19,398 20174 20,981
Increase over Flat Baseline 1,000 1,537 2,141 2,823 3,597 4287 5,004 5,750 6,526 7,333 11,098 39,997
Growth 7.3% 3.7% 4.0% 4.3% 4.7% 4.0% 4.0% 4.0% 4.0% 4.0% 4.8% 4.4%
NSF; $250 m in 1999 3,430 3,680 3,827 3,980 4,139 4,305 4477 4,656 ' 4,843 5,036 5,238
Increase over Flat Baseline 250 397 550 709 875 1,047 1,226 1,413 1,606 1,808 2,782 9,882
Growth 7.3% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.6% 4.3%
TOTAL INCREASE 1,250 1,934 2,691 3,533 4,472 5,334 6,230 7,163 8,132 9,141 13,880 49,880
NOTE
Non-NC| Base 11,431 11,431 11,431 11,431 11,431 11,431 11,431 11,431 11,43 11,431 11,431
Non-NCI proposed spending 11,431 12,269 12,410 12,553 12,698 12,845 13,359 13,893 14,449 15,027 15,628
Increase over Baseline 838 a79 1,122 1,267 1,414 1,928 2,462 3,018 3,556 4,197 20,819
Growth 7.3% 1.2% . 1.'2/% LZ% 1.2% 4.0% 4.0% 4.0% 4.0% 4.0% 2.4% 3.2%
NCI| baseline 2,217 2,217 2,217 2,217 2,217 2,217 2,217 2,217 2,217 2,217 2,217
NCI proposed spending 2,217 2,379 2775 3,236 3773 4,400 4,576 4,759 4,949 5,147 5,353
increase over Baseline 162 558 1,019 1,556 2,183 2,359 2,542 2,732 2,930 3,136 19,178
Growth 7.3% 16.6% 16.6% 16.6% 16.6% 4.0% 4.0% 4.0% 4.0% 4.0% 14.7% 9.2%
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OPTION 1: $15 billion over 5; Double NCI by 2003

National Institutes of Health (NIH) Funding Options

{Dofiars in miltions)

1997 1998 1999 2000 2001 2002 2003 2004 20058 2006 2007 2008 1999-2003 1999-2008
BASELINE: NO GROWTH 12,741 13,648 13,648 13,648 13,648 13,648 13,648 13,648 13,648 , 13648 13,648 13,648
1. HHS Appeal 13,648 14,801 16,051 17,407 18,877 20,472 22,202 24,078 26,112 28,318 30,711
Increase over Flat Baseline 1,153 2,403 3,759 5,229 6,824 8,554 10,430 12,464 14670 17,063 19,368 82,549
Growth 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4%
2. Tobacco Settlement 13,648 16,148 16,148 17,148 17,648 18,648 16,148 16,148 16,148 13,648 13,648
Increase over Flat Baseline 2,500 2,500 3,500 4,000 5,000 2,500 2,500 2,500 0 0 17,500 25,000
Growth 18.3% 0.0% 6.2% 2.9% 5.7% -13.4% 0.0% 0.0% -15.5% 0.0% 6.4% 0.0%
3. NIH: $1bin 1999 13,648 14648 15411t 16,251 17,479 18,208 19118 20,075 21,078 22132 23,238
Increase over Flat Baseline 1,000 1,763 2,603 3,531 4,560 5,471 6,427 7,430 8,484 9,591 13,458 50,862
Growth 7.3% 5.2% 5.5% 57% 6.0% 5.0% 5.0% 5.0% 50% 5.0% 5.9% 5.5%
NSF: $150 m in 1899 3,430 3,580 3,687 3,798 3,912 4,029 4,150 4275 4403 4535 4671
Increase over Flat Baseline 150 257 368 482 599 " 720 845 973 1,108 1,241 1,857 6,741
Growth 4.4% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3% 3.1%
TOTAL INCREASE 1,160 2,021 2,971 4,013 5,160 6,191 7.271 8,403 9,589 10,832 15,315 57,603
NOTE .
Non-NCI| Base 11,431 11,431 11,431 11,431 11,431 11,431 11,431 11,431 11,431 11.431 11,431
Non-NCI proposed spending 11,431 12,269 12,637 13,018 13,406 13,808 14,499 15,224 15,985 16,784 17,623
Increase over Baseline 838 1,206 1,585 1,975 2,377 3,068 3,793 4,554 5,353 6,192 7.980 30,940
Growth 7.3% 3.0% 3.0% 3.0% 3.0% 50% 5.0% 5.0% 5.0% 5.0% 3.9% 4.4%
NCI baseline ) 2,217 2,217 2,217 2,217 2,217 2,217 2,217 2,217 2,217 2,217 2,217
NCI proposed spending 2217 2379 2775 3236 3773 4620 4851 5094 5348 5616
increase over Baseline 162 558 1,018 1,566 2,183 2,403 2,634 2,877 3,131 3,399 5.478 19,821

Growth 7.3% 16.6% 16.6% 16.6% 16.6% 5.0% 5.0% 5.0% 5.0% 5.0% 14.7% 8.7%
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OPTION 2: $19 billion over 5; Double NC1 by 2003; Double NIH by 2008

National Institutes of Health (NIH) Funding Options

(Dotlars in millions)
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 1999-2003 1999-2008
BASELINE: NO GROWTH 12,741 13,648 13,648 13,648 13648 13,648 13,648 13,648 13648 , 13648 13648 13648
1. HHS Appeal 13,648 14,801 16,051 17,407 18,877 20,472 22,202 24,078 26,112 28,318 30,711
Increase over Flat Baseline 1,153 2,403 3,759 5,229 6,824 8,554 10,430 12,464 14,670 17,063 19,368 82,549
Growth 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4% 8.4%
2. Tobacco Settlement /f\ f”— 13,648 16,148 16,148 17,148 17.648 18,648 16,148 16,148 16,148 13,648 13,648
Increase over Flat Baseline /\/ 2,500 2,500 3,500 4,000 5,000 2,500 2,500 2,500 0 0 17,500 25,000
Growth 18.3% 0.0% 6.2% 2.9% 5.7% -13.4% 0.0% 0.0% -15.5% 0.0% 6.4% 0.0%
3. NIH: $1bin 1999 13,648 14,648 18,779 17,021 18,385 19,889 21,082 22,347 23,688 25,109 26,616
Increase over Flat Baseline 1,000 2,13 3,373 4,737 6,241 7,434 8,699 10,040 11,461 12,968 17,482 68,084
Growth 7.3% 7.7% 7.9% 8.0% 8.2% 6.0% 6.0% 6.0% 6.0% 6.0% 7.8% 6.9%
NSF: $150 min 1999 3,430 3,580 3,687 3,798 3,912 4,029 4,150 4275 4,403 4,535 4,671
Increase over Flat Baseline 150 257 368 482 589 720 845 973 1,105 1,241 1,857 6,741
Growth 4.4% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.3% 3.1%
TOTAL INCREASE 1,150 2,389 3,741 5219 6,840 8,154 9,544 11,013 12,566 14,209 74,824
NOTE
Non-NCI| Base 11,431 11,431 11,431 11,431 11,431 11,431 11,431 11,431 11,431 11,431 11,431
Non-NCI proposed spending 11,431 12269 13,005 13,785 14612 15489 16418 17,403 18,447 19,554 20,727
Increase over Baseline 838 1,574 2,354 3,181 4,058 4,987 5,972 7.016 8,123 9,296 12,004 47,399
Growth 7.3% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.3% 6.1%
NCI baseline 2.217 2.217 2,217 2,217 2217 2,217 2217 2,217 2,217 2,217 2,217
NCI proposed spending 2,217 2,379 2,775 3,236 3,773 4,664 4,944 5,240 5555 5,888
Increase over Baseline 162 558 1,019 1,556 2,183 2,447 2,727 3,023 3,338 3,671 5,478 20,684
Growth 7.3% 16.6% 16.6% 16.6% 16.6% 6.0% 6.0% 6.0% 6.0% 6.0% 14.7% 10.3%
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THE WHITE HOUSE
WASHINGTON

December 18, 1997

MEMORANDUM FOR THE PRESIDENT

/
Lo

FROM: Bruce R. Lindsey ‘
Assistant to the Pr¢sident and
Deputy Counsel

RE: NIH Budget/’Po/bacco Settlement

I understand that the Vice President and others are talking about using revenue from the
tobacco “settlement” to double the NIH budget. In my opinion, such a proposal will kill the
possibility of a legislative solution to the tobacco issue. As you know, the “settlement” as
currently contemplated requires the industry to pay $368.5 billion in exchange for settlement of
the state and private lawsuits and limited liability protection for past conduct. In addition, the
industry has agreed to voluntary advertising and marketing restrictions that could not be
constitutionally imposed upon it. The tobacco industry will not support the level of funding
needed to both settle the state and private lawsuits and provide the revenue needed to double
NIH. Without the industry’s support, additional revenue from the tobacco industry would have
to come as additional excise taxes on cigarettes. I do not believe the votes are there to pass any
additional excise taxes. In the end, you will have killed the tobacco deal without generating any
additional revenue to fund the NIH budget -- a lose/lose proposition. We will have confirmed
the Republicans’ belief that we are more interested in tobacco as an election issue than in
addressing the problem of youth smoking.

Finally, if you propose a doubling of the NIH budget without a realistic means of funding
it, you will allow Congress to pick and choose among your budget priorities. Thus, they may
decide to fully fund your NIH budget request at the expense of your educational programs.
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Executive Office of the President

~ ” - Office of Management and Budget
o
December 18, 1997
To: Bruce Reed, Elena Kagan

Fax: 62878  Phone: 6-6515 '
Pages (inc. cover): 4

NENS
P

From: Joshua’'Gotbaum
Executive Associate Director
OEOB Room 254
(202) 395-9188 Fax: (202) 395-3174

Revised Tobacco Scenarios

IF YOU RECEIVED THIS IN ERROR, PLEASE CALL US IMMEDIATELY AT (202) 395-9188
THANK YOU. Any dissemination, distribution or copying of this message is strictly prohibited.
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ALTERNATIVE TOBACCO REVENUE SCENARIOS

Revenues in billions current $; per-pack equivalents in real & current $

BASE CASE

PER PACK RECEIPTS - Real 1899%
Cyrrunt §

TOTAL RECEIPTS (billions current §)

Federal Research & Direct Funds
State Funds
State Discretlon
Federally Directed Portion
Total State Funds
Tobacco Settlament/Constituency Funds
Total Uses

HIGHER REVENUE CASE

PER PACK RECEIPTS -- Real 1999§
Cument $

TOTAL RECEIPTS (bllllons current $)

Federal Research & Direct Funds
State Funds
State Discretion
Federally Diracted Portlon
Total State Funds A
: Tobacco Settlement/Constituency Funds
Total Uses

TOTAL FEDERAL FUNDS COMPARED
Total Federa! -- Higher Revs Case
Total Federal —- Bage Case
Difference
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ALTERNATIVE TOBACCO REVENUE SCENARIOS

Revenuas In billlons currant $; per-pack equivalents in real & current §

BASE CASE 1999 2000 2001 2002 2003 FY99-03
PER PACK RECEIPTS -- Reoal 1909§ 0.50 0.65 0.80 0.90 1.00
Cureent § .50 087 oes 0.8 113
TOTAL RECEIPTS (bllllons current $) 81 ° 100 12.2 13.4 16.0 59
Federal Research & Direct Funds 2.2 3.2 4.5 48 55 20
State Funds
State Discretion 1.7 1.9 2.2 25 29 1
Federally Directed Portion 23 26 29 3.3 3.8 15
Total State Funds 4.0 4.5 5.0 6.8 8.8 26
Tobacco Settlement/Constituency Funds 19 23 2.7 2.8 2.8 12
Total Uses 8.1 10.0 12.2 13.4 16.0 _5_9_
IF PROPOSED SETTLEMENT USES WERE NOT UNDERTAKEN (EXCEPT LITIGATION CLAIMS)
PER PACK RECEIPTS - Roal 1999% 0.50 0.65 0.80 0.20 1.00
Cument § 050 087 055 o9 1.13
TOTAL RECEIPTS {blilions current §) 8.1 10.0 12,2 13.4 15.0 59
Federal Research & Dlrect Funds 41 5.1 8.4 6.8 7.6 30
State Funds . '
State Discretion 1.7 1.9 22 26 2.9 11
Federally Directed Portion 23 28 2.9 a3 3.8 15
Total State Funds 40 45 5.0 5.8 6.8 26
: Tobacco Settlement/Constituency Funds 0.9 04 0.8 0.8 0.8 3
Total Uses 98 115 13.8 166 17.6 68
TOTAL FEDERAL FUNDS COMPARED
Total Federal - Higher Revs Case 64 76 92 104 113 45
Total Federal - Base Case 4.5 5.8 7.4 8.1 9.3 35
Difference 1.9 1.9 1.9 2.0 2.0 E
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Settlement-Specified Uses + Other Non-Federal Constituency Spending
(BA -- $ in Billions)

AS ORIGINALLY PROPOSED

Public Health Trust Fund

HHS Research on Cessation
National Education/Media Campaign
State Programs/ASSIST

HHS Grants to Reduce Tobacco Use
Cessation Trust Fund

FDA Enforcement

Civil Suit Reimbursements .
Payments to Sports Teams

Miscellaneous
Subtotal: Specified ltems
Subtotal excluding Research Fund
In Current $

International (Proposed Add)

Farmers (Proposed Add)
Total Exc Trust Fund(Constant $)

Total (Current $)

o o
[ e T e |

1999
2.50
0.10
0.50
0.08

0.13

1.00
0.30
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2000
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. 08
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0.1
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0.1
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1.0
0.3
0.8
0.1

2003
5.0
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0.5
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0.2
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2008

0.0
0.1
0.5
0.1
0.2
1.5
0.3
3.2

0.1
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Totals Modified
FY99-03 FY99-03
17.5 0.0
0.5 0.0
2.5 2.3
0.5 0.3
1.0 0.0
55 5.0
1 5 1.3
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0.3 0.0
0.0 0.6
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=

Record Type: Non-Record

To: Bruce N. Reed/OPD/EOP, Jacob J. Lew/OMB/EQP
cc: Elena Kagan/OPD/EOP . .

Subject: URGENT Tobacco Revenue Scenarios in Your Fax
In your fax machines should be two pages of scenarios:.
e Base Case -- 650c rising to $1 reai, using the level of settlement funds previously agreed --
compared to a Higher Revenue Case -- 62c rising to $1.25 real, using everything proposed

in the original settlement (except the Public Health Trust Fund, which we're replacing with
the 21st Century Research Fund,

® Base Case compared to the Federal revenues that would be available if nothing specified in
the agreement were implemented except the reimbursement of civil litigation claims.

Plus:

e Backup detail on the settlement uses, as originally specified and at a lower level {roughly
what we have used in recent months).

I'll try to catch you in the morning. Thanks.



A R‘\\S"“q
A
“m'\o
,J oy

) ey
hwa
M“"""S

D‘Q\P &137 Y A\ 1
3 A V\Mvvu
L l \-\X 1o
Y -
‘\1
A
)

‘ \
. . 1



1,3

)

PAGE

iD:

15:53 FROM:OMB

DEC-17-97

N
!

USING TOBACCO REVENUES TO FUND VARIOUS INITIATIVES

Reventres in billions current $; per-pack equivalents in reat & cigrent §

BASE CASE
1999 2000 2001 2002
PER PACK REVENUES -- Real 1950$ 0.50 0.65 0.80 0.80
TOTAL REVENUES (bllllons current §) - 8.1 10.0 12.2 13.4

A Protecting State and Most Tobacco Settlement Funding, But Not Federal Research

Federal Research & Direct Funds 2.2 32 4.5 4.8
State Funds
State Discretion 1.7 1.9 2.2 2.5
Federally Directed Portion 2.3 28 29 3.3
Total State Funds 4.0 4.5 5.0 88
Tobacco Seitlement/Constituency Funds 18 23 2.7 ' 2.8
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Total l_Jses -- Packagoe A

2003
1.00

16.0

6.6

2.8
3.8
6.8
2.8

180

B Protecting State and Federal Funding and Litigation Claims, But Not Other Sattlamant ltems

Fodoral Research & Direct Funds 4,4 51 64 8.8
State Funds
State Discretion 1.7 1.9 2.2 25
Fadarally Directad Portlon 2.3 28 29 33
Total State Funds 4.0 45 6.0 6.8
Tobacco Settlement/Constituency Funds 0.0 04 0.8 0.8
Total Usas -- Package 8 8.1 10. 12.2 13.4

Total Federat Funds Compared
Federal Funds under Scenarlo A 4.5 8.7 7.3 8.1
Faderal Funds under Scenario B 6.4 7.6 9.2 101

1.5

9.3
11.3

2008
1.25

20.3

11.1
13.7

FY99-03
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USING TOBACCO REVENUES TO FUND VARIOUS iNITIATIVES

Revenues In killions current $; per-pack equivalents In real & cument §

HIGHER REVENUE CASE
189 2000 2001 2002 2003 2008
PER PACK REVENUES - Real 1939% 0.62 0.78 0.94 1.10 1.26 1.50
TOTAL REVENUES (bllifons current §) 9.8 115 13.8 15.6 17.6 23.0

A Protecting State and Mest Toebacco Sattlement Funding, But Not Federal Ressarch

Federal Research & Direct Funds 39 4.7 6.1 71 8.1 8.2
Slafa Funds .
State Discration 1.7 19 2.2 2.5 2.9 3.4
Federally Directed Portion 23 2.8 29 3.3 3.8 4.6
Total State Funds 4.0 4.5 6.0 6.8 6.8 8.0
Tobacco Setflement/Consfituancy Funds 14 23 2.7 2.8 24 6.8
Total Uses - Package A , 2.8 11.5 13.8 16.6 17.6 23.0

B Protecting State and Fedsral Funding and Litigation Claims, But Not Other Settlement tems

Fedaral Research & Direct Funds 58 6.6 8.4 8.1 10.1 11.8
Stats Funds
Stats Discration 1.7 1.9 22 2.5 2.8 - 34
Federally Diracted Porfion 23 2,8 2.8 33 a8 4.6
Total State Funds 4.0 4.5 6.0 6.8 6.8 8.0
Taobaceo SalilamantiConatituency Funds 0.0 04 0.8 0.8 0.8 32
Total Uses -- Package B 8.9 iﬁ_ 13.8 18.6 17.6 23.0

Total Federal Funds Compared '
Fedaral Funds under Scenarlo A 6.2 7.3 8.0 10.3 11.9 13.7
Federal Funds undsr Scenario B 8.1 9.2 10.9 12.3 13.9 16.3
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Publiz Health Trust Fund

HHS Research on Cessation
National Education/Media Campaign
State Programs/ASSIST

HHS Grants to Reduce Tobacco Use
Cessation Trust Fund

FDA Enforcement

Civil Suit Relmbursements
Miscellaneous

International (Proposed Add)

Farmers (Proposed Add)
Total

Settlement-Specificd Uses + Othar Non-Fedaral Constituency Spending

(BA -- $ in Billions)

How Pald? 1590 2000

In Budget Ressarch Funding

In HHS

In Sdtleﬁent 05 0.5

InState $ . 01 0.1

In State $

Reduce in Stmt 1.0 1.0

Partin HHS 0.3 0.3

In Selflement 0.0 04

In Seftlement . 0.5 0.5

New Proposal 0.1 0.1

New Proposal 0.2 0.2
1 2

2001 -

05
01

1.0
0.3
08

0.5

0.1

02
2.7

2062

08
0.1

I.IPPPPP.—‘
@ N = thn 00 W O

2003

06
0.1

1.0
0.3
08
0.5
0.1

02
28

2008 FY99-03 FY89-08

0.0

0.0
07 27
0.1 # 0.5

0.0
15 5.0
0.3 15
3.2 2.8
0.5 25
0.2 05
0.2 10
5.8 125

0.0
0.0
59
10
0.0

126
3.0

128
5.0
15
20

%2
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ALTERNATIVE TOBACCO REVENUE SCENARIOS

Revenues in billions current $; per-pack equivalents in real & current $

BASE CASE

PER PACK REVENUES -- Real 1999%

TOTAL REVENUES (billions current §)
'Federal Research & Direct Funds
State Funds
State Discretion
Federally Directed Portion
Total State Funds

Tobacco Settlement/Constituency Funds

Total Uses

HIGHER REVENUE CASE

PER PACK REVENUES -- Real 1999%
TOTAL REVENUES (billions current $)
Federal Research & Direct Funds
State Funds
State Discretion
Federally Directed Portion
Total State Funds

Tobacco Settlement/Constituency Funds

Total Uses

Total Federal Funds Compared

Total Federal Funds Base Case

Total Federal Funds Higher Revs Case

1999
0.50

8.1

2.2

0.62

9.8

39

4.5
6.2

2000 2001 2002 2003 FY99-03
0.65 0.80 0.80 1.00
10.0 12.2 134 15.0 59
3.2 45 4.8 55 20
2.2 2.5 2.9 11
2.6 2.9 33 3.8 15
4.5 5.0 5.8 6.8 26
23 27 28 2.8 13
10.0 12.2 13.4 15.0 59
0.78 0.94 1.10 1.25
11.5 13.8 15.6 17.6 68
4.7 6.1 71 8.1 30
1.9 .2 2.5 2.9 11
2.6 29 33 38 15
45 5.0 5.8 6.8 26
2.3 2.7 2.8 2.8 13
11.5 13.8 15.6 17.6 68
5.7 7.3 8.1 9.3 35
7.3 9.0 10.3 11.9 45

12/17/87  Tob Consa Compared sin



SHOWING THE EFFECT OF A REALLOCATION OF THE SETTLEMENT

Revenues in billions current $; per-pack equivalents in real & current $

BASE CASE
1999 2000 2001 2002 2003 FY99-03

PER PACK REVENUES -- Real 1999% 0.50 0.65 0.80 0.90 1.00
TOTAL REVENUES {billions current $) 8.1 10.0 12.2 134 15.0 59

A Protecting State and Most Tobacco Settlement Funding, But Not Federal Research

Federal Research & Direct Funds 2.2 3.2 4.5 4.8 55 20
State Funds _
State Discretion 1.7 1.9 2.2 2.5 29 11
Federally Directed Portion 23 26 29 3.3 3.8 15
Total State Funds 4.0 4.5 5.0 58 6.8 26
Tobacco Settlement/Constituency Funds 19 23 2.7 28 2.8 13
Total Uses - Package A 81 10.0 12.2 13.4 15.0 59

8 Eliminating All Settlement Claims except Litigation Claims

Federal Research & Direct Funds 4.1 51 6.4 6.8 7.5 30
State Funds
State Discretion _ 1.7 1.9 2.2 2.5 29 11
Federally Directed Portion 2.3 26 2.9 3.3 3.8 15
Total State Funds _ 40 45 5.0 5.8 6.8 26
Tobacco Settlement/Constituency Funds 0.0 0.4 0.8 0.8 0.8 3
Total Uses - Package B 8.1 10.0 12.2 134 15.0 59

Total Federal Funds Compared
Federal Funds under Scenario A 4.5 5.7 7.3 8.1 9.3 35
Federal Funds under Scenario B 6.4 7.6 9.2 10.1 11.3 45

T&1787  Youso-t25e.xix



Settlement-Specified Uses + Other Non-Federal Constituency Spending
(BA - $ in Billions)

How Paid? 1999 2000 2001 2002 2003 2008 FY9s-03 FY99-08

Public Health Trust Fund In Budget Research Funding ‘ . 0.0 0.0
HHS Research on Cessation InHHS 0.0 0.0
National Education/Media Campaign In Settlement 0.5 0.5 0.5 0.6 0.6 0.7 2.7 5.9
State Programs/ASSIST InState $ . 0.1 0.1 0.1 0.1 0.1 01 # 0.5 1.0
HHS Grants to Reduce Tobacco Use In State $ 0.0 0.0
Cessation Trust Fund Reduce in Stmt. 1.0 1.0 1.0 1.0 1.0 1.5 . 5.0 12.5
FDA Enforcement Part in HHS 0.3 0.3 0.3 0.3 0.3 03 1.5 3.0
Civil Suit Reimbursements In Settlement 0.0 04 0.8 08 0.8 32 28 12.8
Miscellaneous In Settlement 0.5 05 0.5 05 0.5 0.5 25 5.0
Intemational (Proposed Add) New Proposal 0.1 0.1 0.1 0.1 0.1 0.2 0.5 1..5
Farmers (Proposed Add) New Proposal 02 02 0.2 0.2 02 0.2 1.0 2.0
Tota 1 23 27 28 28 58 125 352

12/1787 Tob82-150.x/s Seltfement Payments
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Tobacco Revenue Scenarios

Attached are exhibits that assume:

Tobacco receipts rising from 50¢ in 1999 to $1.00 in 2003 to $1.50 in 2008 in real
1898%.

Annual net payments to states are fixed at levels assumed by parties inveolved with
the Settiement (rising from $4b in 1899 to $8b by 2004). (The eettiement ttself
specifies no particular leve! of payment.)

- No account has been taken of the possibility that (57% of) these funds could -
offset planned Federal efforts. Doing so could add $15b (87% of $26b) over &
yoars and $38b over 10 years. We have not taken Into account that funds could
be spent as the state portion of a federally matched program.

Tobacco Séttlementhonsﬁtuency- Payments:

- Some Items are included, but any that arguably will be undertaken by the US
government or states have baén dropped (e.g., Public Health Trust Fund,
cessation ressarch) or reduced eonslderably (e.g., FDA enforcemant, ceesatlon
trust fund).

-~ Civil sult raimbumment included at the levels projected by parties involved in the
negotiation ($2.8b over 5 yrs; $12.8b over 10).

=~ [ncluded limited funds for international efferts and payments to farmers ($1 00m
per year sach, $200m beginning 2004)

Scenario A: Protecting State & Most Settiement Funding, But Not Federal

Research

—~ Under this scenario, $27b would ha available for Federal research and related

actlvities In the first fiva years, $74b over 10 years.

Scenario B: Protecting State & Most Federal Recaarch, But Not Settlement items

(Except Litigation Clalms)

Under this scenario, $32b would be available for Federal research and relatsd
activities in the first five years, $83b over 10 years. The Federa! share was
estimated by assuming the Federal governmant recsivss first call after the state
allocations and payment of civil l[awsuit olaims, The resuttmg Federal revenues
would rise from $4b In 1889 to $12b In 2008.

Sattiemant-related and constituency claims (e.g., fermers) would be reduced
substantially.

Draft of 12/08/97 12sPM ot R i

171



i

Tobacco Revenue Scenarios
Attached are exhibits that assume:

—~ Tobacco receipts rising from 50¢ in 1999 to $1.00 in 2003 to $1.50 in 2008 in real
19998.

- Annual net payments to states are fixed at levels assumed by parties involved with
the Settlement (rising from $4b in 1999 to $8b by 2004). (The settlement itself
specifies no particular level of payment.)

— No account has been taken of the possibility that (57% of) these funds could
offset planned Federal efforts. Doing so could add $15b (57% of $26b) over 5
years and $38b over 10 years. We have not taken into account that funds could
be spent as the state portion of a federally matched program.

~ Tobacco Settlement/Constituency Payments:

- Some items are included, but any that arguably will be undertaken by the US
government or states have been dropped (e.g., Public Health Trust Fund,
cessation research) or reduced considerably (e.g., FDA enforcement, cessation
trust fund).

— Civil suit reimbursement included at the levels projected by parties involved in the
negotiation ($2.8b over 5 yrs; $12.8b over 10}.

— Included limited funds for international efforts and payments to farmers ($100m
per year each, $200m beginning 2004)

Scenario A: Protecting State & Most Settlement Funding, But Not Federal
Research .

— Under this scenario, $27b would be available for Federal research and related
activities in the first five years, $74b over 10 years.

Scenario B: Protecting State & Most Federal Research, But Not Settlement ltems
(Except Litigation Claims)

— Under this scenario, $32b would be available for Federal research and related
activities in the first five years, $83b over 10 years. The Federal share was
estimated by assuming the Federal government receives first call after the state
allocations and payment of civil lawsuit claims. The resulting Federal revenues
would rise from $4b in 1998 to $12b in 2008.

— Settlement-related and constituency claims (e.g., farmers) would be reduced
substantially.

Draft of 12/08/97 2.1 pm Tobaceo Reveruz Soenarios.doc



USING TOBACCO REVENUES TO FUND VARIOUS INITIATIVES

Revenues in billions current $; per-pack equivalents in real & current $

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
PER PACK REVENUES -- Roal 1999§ 0.50 0.65 0.80 0.90 1.00 1.10 1.20 1.30 1.40 1.50
- Current $ 0.50 0.67 0.85 0.98 1.13 1.28 1.43 1.60 1.77 1.96
TOTAL REVENUES (billions current $) 8.1 10.0 12.2 13.4 15.0 16.6 18.1 19.7 21.3 23.0
A Protecting State and Most Tobacco Settlement Funding, But Not Federal Research

Research & Other Federal Funds 3.3 4.2 6.0 5.1 6.7 6.4 79 9.5 9.0 10.7
Annuat Net Payments to States 4.0 45 45 6.5 6.5 8.0 8.0 8.0 8.0 8.0
Tobacco Settlement/Constituency Funds 0.8 1.3 1.7 1.8 1.8 2.2 22 2.2 4.3 4.3
Total Uses — Package A 8.1 10.0 12.2 13.4 15.0 16.6 18.1 19.7 21.3 23.0

B Protecting State and Federal Funding, But Not Settlement Items (Except Litigation Claims}
Research & Other Federal Funds 4.1 51 6.9 6.1 7.7 7.4 8.9 10.5 10.1 11.8
Annuat Net Payments to States 40 4.5 4.5 6.5 6.5 8.0 8.0 8.0 8.0 8.0
Tobacco Settlement/Constituency Funds 0.0 0.4 0.8 08 0.8 1.2 1.2 1.2 3.2 3.2
Total Uses ~ Package B 8.1 10.0 12.2 13.4 15.0 16.6 18.1 19.7 21.3 23.0

Comparing Federal Funds to Potential Needs

Federal Funds under Scenario A 33 4.2 6.0 5.1 6.7 6.4 7.9 9.5 9.0 10.7
Federal Funds under Scenario B 4.1 5.1 6.9 6.1 7.7 74 8.9 10.5 101 11.8
Doubling NIH in 10 Years 1.0 20 3.1 4.3 5.6 1.0 8.5 101 11.8 136

Receipts net of other tax losses,

FY99-03

5%

25
26

O I~

30
26

(- QL2

25
a0
16

FY99-05

157

69
66
23

157

69
79
67
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Settlement-Specified Usaes + Other Non-Federal Constituency Spending
{BA — $ in Billions)

Maintain Settlement Claims If Unaddressed Elsewhere

How Paid? 1999 2000 2001 2002 2003 2004 2005 2008 2007 2008 FYge-03 FY99-08
Public Health Trust Fund In NIH ) 0.0 0.0
HHS Research on Cessation In HHS 0.0 0.0
National Education/Media Campaign In Settlement 0.5 0.5 0.5 06 0.6 0.6 0.6 0.6 07 0.7 27 59
State Programs/ASSIST In State § I 0.0 0.0
HHS Grants to Reduce Tabacco Use In State $ 0.0 0.0
Cessation Trust Fund Reduce in Stmt 01 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.5 1.0
FDA Enforcement Part in HHS 0.2 0.2 0.2 0.2 0.2 0.2 0.2 02 0.2 0.2 1.0 2.0
Payments to Tobacco-Sponsored Teams In Settlement 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.4 0.9
Civil Suit Reimbursements In Settlement 0.0 0.4 o8 0.8 08 1.2 1.2 1.2 2 32 2.8 12.8
Miscellaneous In Settlement 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 25 5.0
International (Proposed Add) New Proposat 0.1 0.1 0.1 0.1 041 0.2 0.2 0.2 0.2 0.2 0.5 1.5
Farmers (Proposed Add) New Proposal 0.1 0.1 0.1 0.1 0.1 0.2 0.2 0.2 0.2 0.2 0.5 1.5

Total 0.8 1.3 17 1.8 1.8

2.2 2.2 2.2 4.3 4.3 7.4 22.6

—— —

12807 003194580 Sefbement Peyrnents
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INCREMENTAL TOBACCO REVENUES REQUIRED FOR VARIOUS INITIATIVES

Revenues in billlons {(current $); per-pack equivalents In current §

1999
incrament to Double NIH's Budget In 10 Yrs. 1.0
Additional Funds 5.0
Annual Net Payments to States 4.0
Tobacco Saettloment Bage Spending 25
TOTAL REVENUES ($in blllfons) 12.5
| Por Pack Equlvailont 0.84

2000

2.0

5.0

4.5

31

14.6
1.08

Standard scoring method. Includes offset for losses in ofher taxes

2001

31
50
4.5
36

16.2
1.24

2002
43
5.0
6.5
3.8

18.6
1.68

2003

5.6

5.0

8.5

4.4

21.6
1.92

2004

7.0

5.0

8.0

5.0

26.0
2.50

2008

8.5

5.0

8.0

5.0

268.6
2.74

2006 2007
10.1 11.8
5.0 5.0
8.0 8.0
5.1 7.3
28.2 321
3.06 4.80

2008 FY89-03 FY29-08

13.6

50

8.0

7.3

33.8
5.25

16.1

25.0

28.0

17.4

84,6

67.1
50.0
66.0
4

230.2

12/6M7  tobtavsanyy

HHO:HWOYJd 245°'St LB-S5@-03Q

Iy -+ S TSRS L

gl

d9dd

</ 1



Packago A: Detall on Tobacco Settlement's Specified Base Spending

{BA -- § in Billions)

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 FY99-03 FY95-08

Public Health Trust Fund 0 0 0 0 0 0 -0 ] 0 0 0 0

HHS Research on Cessation 0.1 Q1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.5 1-
Naticnal EducallonMedia Campaign 0.5 0.5 0.5 0.6 0.8 0.6 06 0.6 0.7 0.7 27 59
State Programs/ASSIST 0 0 0 0 )] 0 0 [ 0 0 o 0

HHS Granls (0 Reduce Tobacco Use 01 0.1 0.1 0.3 0.3 0.3 0.3 0.3 03 0.3 0.8 24
Cessalion Trust Fund 1 1.1 i1 1.4 1.7 1.8 1.8 1.8 2 2 & 185
FDA Enforcemant 0.3 0.3 0.3 0.3 0.3 0.4 0.4 0.4 04 04 1.5 35
Payments to Tobacco-Sponsared Teams 0 0.1 0.4 0.9 0.1 0.1 0.1 0.1 0.1 01 0.4 0.9
Ofher {Includes Civil Suits) 0.5 0.9 14 1.3 1.3 1.7 1.7 1.7 a7 a7 54 17.9
International W] 0 0 0 0 0 0 0 1] 0 0 v

Famers 0 0 0 0 0 0 4] 0 0 0 0 0

Total 2.5 3.4 36 as 4.4 5 5 5.1 7.3 7.3 17.4 47.1

12/6/97
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INCREMENTAL TOBACCO REVENUES REQUIRED FOR VARIOUS INITIATIVES

REDUCED ADDITIONAL FUNDS

Revenues in billions (current $); per-pack equivalents in current §

1999
Increment to Double NIH's Budget in 10 Yrs. 1.0
Additional Funds 2.5
Annual Net Paymenis to States 40
Tobacco Settlament Base Spending 25
TOTAL REVENUES ($ in billions) 10.0
Per Pack Equivalent 0.64

2000

2.0

25

4.5

31

121
0.85

Standard scoring method. Inciudes offset for losses in other taxes

2001

3.1

2.5

4.5

36

13.7
0.99

2002

43

25

6.5

3.8

1741
1.36

1

20031 2004
f
56 1 7.0
|
25 1 25
l
65 + 80
1
44 50
|
19.0 225
1.58  2.05

2005

8.5

2.5

8.0

5.0

240
225

2006

101

25

8.0

5.1

25.7
2.49

TO Lqr.r..o)—--%'ucl vr

2007

2.5

8.0

7.3

29.6
3.31

sevhaan T

2008 FY99-03 FY99-08

136

25

8.0

7.3

31.4
3.72

16.1

12.5

26.0

17.4

72,0

67.1

250

66.0

471

205.2

12/5/97 tobtaxSe.xs



Tolucco-rirbimat - Lu Lpr

FUNDING NIH AND DISCRETIONARY PRESIDENTIAL INITIATIVES

FROM THE TOBACCO SETTLEMENT
(in billions of dollars)

1988 1999 2000 2001 2002
SPENDING
NIH:
Passback........ccoii i e 136 136 136 136 136
Double funding over 10years...........cooo e, m———— 1.0 1.9 2.9 4.1
Presidential Inifiatives........c e -— 50 5.0 5.0 5.0
TOtaAL ..o 136 196 205 215 227
FUNDING
Existing taxes:
AlCONOL....c e e e e 7.1 7.1 7.2 7.1 7.1
Tobacco:
[0 ]| = £ J RSP UPRPPRTPRU 57 57 7.5 8.0 8.4
Equivalent to cents per pack..........ccceeveevevnveennen.n. 024 024 034 034 0.39
Proceeds from tobacco settlement:
For NIH:
DOIATS.....iieieeie ettt rabees | =mm——— 2.2 1.8 1.8 1.6
Equivalent to cents per pacK...........ceeeeeueeueenvernanns - 0.12 012 012 012
For Presidential Initiatives:
DOMIATS....oeeeeere et eeeeeseseaaan ————-- 5.0 50 5.0 5.0
Equivalent to cents perpack..............cccceuuevveveennnn. ——- 033 034 034 034
Totals:
Dollars......ccooeveeiiccieee e, 57 129 143 148 15
Equivalent to cents per pack.......... 024 069 080 080 085

A5 -.5% Qom toboacce
NIY, as c.-??-:.&- Maw&a..‘\-o-n

2003
13.6
5.4

24.0

7.0
8.7
0.39
3.1
0.20

2.0
0.38

16.8
0.97

12/03/97
10:53 AM
NIH .

1999-
2003

68.0
15.3

108.3

35,5
38.3

10.5
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TOBACCO INDUSTRY PAYMENT OPTIONS

If Youth Targets Not Met Proposed Tougher Restore $1.50
With Minimal Deterrence AG Youth Promised Per Pack
Settlement Surcharge Revenues
Baseline
Average Payment per Pack in 2003 {963)...... 0.64 0.79 1.00 1.50
Average Price per Pack in 2003 (96%)............ 1.93 2.57 2.72 293 3.43
Millions of Smokers in 2003............cccovriieenn 51.5 46.3 45.2 436 403
Gross Payments over 25 Years (983):
Base PaymentS........cccoeeeermerrecresieceeeemeesienistensneans $369 $369 $620 $943
Youth Penalty..........ccocoocrveiiciiieceeeereeseeeeresesraeace e 32 303 31 19
TOMAL ittt e 400 671 651 962
Total (25 Yrs) in Net Present Value.............ccc..occe 208 . 382 331 483
Total {25 Yrs) in Current Dollars.............coovvemncenceee. 518 866 730 867

Available Revenues Over 25 years:

Gross PaymentS.......ocoveviiiicceiincin e e 518 866 730 967

Settlement Adjustments............cc.occoeieeivecieen. =148 =91 -1 91

Net Payment.........coooeiiiiiiniieceses 370 775 639 876

Losses of Other Tax Revenues........covveeeeeceeeeeeen s -116 =240 -198 272

Net Revenues Available..............ccoooovvvicvnieecic, 254 535 441 - 604
Available Revenues in 2003:

Gross Payment (9B8).........cooo e 17 17 20 27

Gross Payment, current dollars........c.oooveveceevencnnennna. 19 20 24 31

Settlement Adjustments..........ccccoveervrrvvriciinrenns -4 -1 -1 -1

Net Payment.............c....... e s 16 19 23 30

Losses of Other Tax Revenues.........occee v -5 -8 -7 -10

Net Revenues Available.............ccocveviveevrmvrrerennnnen N 13 15 20

Uses Already Specified by AGs/States..........cooirvenenne. 11 11 10 11

Dollars in billions, except per pack.

09/12/97 01:37 PM TSUM2P.WK4
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